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April 8, 2013 
 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau   
1700 G Street, N.W. 
Washington, DC 20552 
 

Re:  Request for Information Regarding an Initiative to Promote Student Loan 
Affordability 
Docket No. CFPB-2013-0004 

  Due:  April 8, 2013 
  

     AARP1 appreciates the opportunity to submit this letter in response to the Request 
for Information Regarding an Initiative to Promote Student Loan Affordability, Fed. Reg., 
Vol. 78, No. 39 (February 27, 2013).  AARP has long been an advocate for consumer 
protections for financial products, including all types of loans.  Among the many issues 
of concern to AARP is the financial security of older Americans and how debt impacts 
financial security in retirement.        

 
     The AARP Public Policy Institute recently released a series of reports that examine 
America’s middle class.  The Middle Class Security Project looked at factors that 
address middle class security from a variety of perspectives, including a detailed look at 
trends in assets and debt by age groups. 2 This report used data from the Federal 
Reserve’s Survey of Consumer Finances to calculate the average amount of assets and 
debt by age group and how they have changed over time.3   Middle class is defined as 

                                                
1 AARP is a nonprofit, nonpartisan membership organization that helps people 50+ have independence, 
choice, and control in ways that are beneficial and affordable to them and society as a whole.  We 
produce AARP The Magazine, AARP Bulletin, AARP Viva, NRTA Live and Learn, and provide information 
via our website, www.aarp.org.  AARP publications reach more households than any other publication in 
the United States.  AARP advocates for policies that enhance and protect the economic security of 
individuals.   
2 More information about the Middle Class Security Project can be found at: www.aarp.org/security.    
3 Lori A. Trawinski, Assets and Debt across Generations: The Middle Class Balance Sheet 1989-2010, 
(Washington, DC: AARP Public Policy Institute, 2013). 
http://www.aarp.org/content/dam/aarp/research/public policy institute/security/2013/middle-class-
balance-sheet-1989-2010-AARP-ppi-sec-pdf.pdf  
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families with incomes between the 20th and 80th income percentiles.  The age of the 
head of the family was used to develop the age grouping.   
 
 
 

Average Outstanding Debt of Middle Class Families 2010 
(dollars) 

  
 

Age 25-49 

% of  
Total 
Debt 

 
 

Age 50-64 

% of  
Total 
Debt 

 
 

Age 65-74 

% of  
Total 
Debt 

 
 

Age 75+ 

% of  
Total 
Debt 

Mortgage-related 70,477 80.4% 67,225 83.4% 44,103 87.3% 26,116 83.5% 

Credit Cards 2,734 3.1% 3,427 4.2% 1,861 3.7% 1,276 4.1% 

Education Loans 7,420 8.5% 3,114 3.9% 658 1.3% 420 1.3% 

Vehicle Loans 4,647 5.3% 3,821 4.7% 2,911 5.8% 1,676 5.4% 

Other * 2,366 2.7% 3,064 3.8% 970 1.9% 1,776 5.7% 

Total Debt 87,644  80,651  50,503  31,264  

         

* Includes lines of credit, installment, and pension, life insurance and margin loans 

Source: AARP Tabulation of Survey of Consumer Finances Data. 
 

The study found several troubling trends regarding average levels of debt 
accumulation across all age groups over the past two decades.  This debt includes 
mortgages, credit cards, education loans, vehicle loans, and other types of loans: 

 
 The average debt of middle class families has increased sharply since 1989, 

and the rate of increase rises with age. 
 

 Rising debt often reflects intergenerational stress, as each age group is 
affected by financial circumstances of surrounding generations, including the 
cosigning of loans for education and other purposes. 

 
    The data presented above are based on the average debt of all families in an age 
group, regardless of whether they hold a particular type of debt.  The report also 
examined average debt levels for families that hold certain types of debt.4  Examination 
of trends in education debt levels for those families that carried such debt show a strong 
increase in education debt over the past two decades.  However, the data source does 
not identify whether the debt is for the respondent, or a respondent’s child, grandchild, 
or anyone else.  The data does also not identify the type of student loan, i.e., federal or 

                                                
4 Examination of only those who hold a given debt results in higher average debt levels, since families 
who hold zero debt are excluded from the calculation. 
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private.  Strong growth in the incidence and amount of student loan debt of middle class 
families was observed: 
 
 

Families Age 25-49:   

 

 12 percent of families had education debt in 1989 with an average (mean) 
balance of $10,700.5 

 30 percent of families had education debt in 2010 with an average balance of 
$24,767. 
 

Families Age 50-64:       
     

 7 percent had education debt in 1989 with an average balance of $8,039. 
 11 percent had education debt in 2010 with an average balance of $28,090. 

  
     Education debt of families age 50-64 increased faster over the past two decades 
than it did for families under the age of 50.  However, it is important to note that while 
education debt has increased, it accounts for a relatively small percentage of total debt 
for families of all ages.   As debt levels increase, the amount of money required for 
monthly repayments also increases.   For younger families this may lead to a delay in 
saving money for other purposes, such as financing a home purchase or saving for their 
retirement.  For families age 50-64, increasing debt threatens their ability to save for 
retirement or accumulate other assets, and may end up requiring them to delay 
retirement.    
 

Growing debt burdens appear to pose a threat to the financial security of Americans 
of all ages.  Increasing amounts of education debt, though not currently a problem for 
most older American families, is cause for concern for those families that carry it.  There 
are two concerns specific to older Americans:  

1. Social Security payments can be garnished for unpaid federal student loan 
debt—one of the very limited debts that can be repaid in this manner.    

2. Older families who are delinquent on federal debt are also not eligible for a 
federally-insured reverse mortgage until the debt is repaid.     

 
Conclusion 

 

 AARP encourages the CFPB to pay specific attention to the unique needs of older 
Americans as you develop policies, regulations and disclosures regarding student 
                                                
5 Figures have been adjusted to 2010 dollars. 
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loans, and to work to protect older Americans from Social Security garnishment and 
ensure that they have access to the full spectrum of financial tools that can help them to 
age in place.  AARP appreciates the opportunity to provide our perspective on these 
important issues.  We look forward to working with you and your staff to develop 
effective policies to protect the financial security of older Americans.  Please contact 
Cristina Martin-Firvida at 202-434-6194 if you have any additional questions.  
 
Sincerely, 

 
 
David Certner 
Legislative Counsel and Legislative Policy Director 
Government Affairs 
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April 8, 2013 
 
The Honorable Richard Cordray 
Consumer Financial Protection Bureau 
c/o Monica Jackson 
Office of the Executive Secretary 
1700 G Street NW 
Washington, DC 20552. 
Submitted via studentaffordability@cfpb.gov  

 

Re: AAUW comments on private student loans; Docket No. CFPB–2013–0004 
 

Dear Director Cordray: 
 

On behalf of the more than 150,000 members and supporters of the American Association of 
University Women (AAUW), I am pleased to share AAUW’s comments on the Consumer 
Financial Protection Bureau’s request for information from private student loan borrowers.1 
Since its founding in 1881, AAUW has been committed to making the dream of higher education 
a reality for women. AAUW’s 2011-2013 Public Policy Program affirms our commitment to 
“increased support for, and access to, higher education for women and other disadvantaged 
populations.”2  
 
AAUW supports the CFPB’s efforts to educate borrowers about loan and debt levels associated 
with higher education. Because student aid and family incomes have not risen at the same rates 
as college tuition, the dream of a college education has become more of a challenge in recent 
years, placing burdens on both students and their families and prompting about two-thirds of 
college graduates take out loans.3 

 
Loan repayment is an even more significant burden for women, who earn less on average over 
the course of their lives than their male counterparts. In 2009, the average woman who worked 
full time earned just over 77 cents for each dollar earned by her male counterpart.4 AAUW’s 
2012 report Graduating to a Pay Gap

5
 found that college-educated women working full time 

were paid an unexplained 7 percent less than their male peers were paid one year out of college. 
 
Another AAUW report found this gap grew to 12 percent when men and women were out of 
college for 10 years out of college, even when they had the same major and occupation as their 
male counterparts and when controlling for factors known to affect earnings such as education 
and training, parenthood and hours worked.6 These findings suggest that sex discrimination not 
only continues to be a problem in the workplace, but that it affects the incomes of even the most 
educated women starting immediately out of college. Since women are more likely to borrow 
than men and will make less on average after graduation, female graduates are more likely to 
struggle with their debt to income ratio.7  
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AAUW believes the CPFB should develop transparent, robust regulations that allow students to 
access critical private education loans while protecting students from unscrupulous or predatory 
lending practices. Higher education will only increase in importance in today’s economy, and all 
students should have the opportunity to pursue their educational goals. 
 
In its Federal Register notice, the CPFB asked several questions about private student loans. 
AAUW posed these questions to our members and received many responses that illuminate the 
challenges of private student loans. The questions and responses from our members are listed 
below and should be considered when developing these policies. AAUW staff is available should 
you wish to follow up with any of these members for more information concerning their answers. 
 

 
1. If you're struggling to repay your private student loan, what do you think is the main 

cause of that struggle? Do you think there's any way to predict whether people will 

struggle to pay off their loans? 

 Loans are readily available but students are not well informed of how quickly 
repayment will need to begin and how stressful that is as you establish yourself in the 
workforce. – Julie, Kansas 
 

 I took out a student loan for my son to go to a private school back in 2007. At the 
time I was making $14.50 an hour. Little did I know I would get fired from my job of 
5 years. I don't know whether it had to do something with the economy or my duties 
there, so no, I don't think there is any way to predict a person would fall into bad 
times and be unable to pay back the loan. – Marcalla, Arizona 
 

 My main struggle to pay off a student loan is because mainly I don't have a job. If you 
don't have a job right way out of school or if you have to drop out of school is a way 
to predict whether or not you would be able to predict you could be able to pay back 
any loans. – Jonice, Illinois  
 

 I'm speaking for my daughter. She is struggling to pay off her student loan because 
she's paid almost minimal wage and has not had a raise in many years working for the 
City of Dallas, Library, with no raise expected. New workers are hired at a higher rate 
of pay without degrees or experience. – Linda, Texas 
 

 You can’t tell completely, but attending a for-profit school that spends more on 
marketing than teaching is something to consider, as they are not trying to educate, 
gaining you a skill, but to take advantage of government student loans. – Raymond, 

Maryland  
 

 Initially I had difficulties because the monthly payment was more than my rent, and 
employment in the field for which I took the loans did not pay enough to meet all my 
basic needs and allow me to pay the student loans. Later I became ill, and I am now 
disabled and unable to work at all. – Sandra, Nevada 
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 I'm unemployed and 52yrs. I've been struggling to pay back student loans indebted 
25yrs. back. Though I have never filed for bankruptcy, I now have commercial-
private loans totaling over $15,000.00. Help me! - John, Alaska  

 

 The main cause of my struggle to repay my student loans is my job loss and inability 
to obtain a new job that pays enough to cover all my bills. Do I think there's any way 
to predict whether people will struggle to pay off their loans? It depends on a person's 
circumstances. If you have a position or can get a position using your degree that pays 
enough to cover your bills there should be no problem paying back loans unless they 
are Adjustable Rate loans. That could be a huge problem. There is no way to budget 
for that much uncertainty. – Margaret, North Dakota 

 
 As a 'later in life' graduate with outstanding student loans, it is imperative to protect 

the private loans. With the recession, many young and older students are caught in the 
gap of long term student loans that must be protected at a low interest rate. – Kathy, 

Indiana 
 

 There are no good paying jobs for college graduates. The cost of private loans is too 
high & we will have bad credit & no able to live the American Dream without being 
given immunity. – Sally, California 

 
 The main cause of this struggle is the interest rates that are applied. How is one 

supposed to pay off a debt when it doubles or triples every five to ten years? It's not 
rocket science, how are educated people supposed to stand for this? We take on a loan 
to better ourselves only to find out that instead the companies are actually profiting 
off our demise. – Shavon, Florida 

 
 The cause of the struggle are the fees and collection amounts attached to the loan 

after going into default because I got injured, couldn’t work, and didn’t file a 
deferment. When the loan (s) goes in default, the collection agency can increase the 
amount to a "fair and reasonable" amount - which in my case was a total increase of 
100% of what I’ve borrowed. Example: I borrowed $27,000, they increased the 
principal to 54k overnight. Then the collection agency keeps the loan for one year, 
then sells the remaining debt to another agency, they add an additional 14k to the 
total. I have paid far more than I borrowed, but still owe 55,000 according to the 
payoff. That will mean, if I paid it off today, the total amount paid on 27,000 would 
be around 100,000. But because I can’t afford to pay it off in one lump sum, it will 
just continue to be sold over and over and 14,000 will be added every time which 
means I will never pay it off. Garnishment is 15% of all my checks. If I try to enter a 
payment plan, they want $1000 a month. I only make $25,000 before taxes. The only 
choice I have is to let them garnish my wages. Garnishment is my only option. I don’t 
buy anything other than food to prepare at home. Garnishment is 15% of my pay vs. 
the $1000+ they want a month on the payment program… After normal taxes, 
combined with the 15% garnishment, I have no money left. – Christopher, Kentucky 
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 The 6.8% interest rate is what causes my struggle. I can buy a car at 0% because I 
have good credit, but student loan lenders capitalize on people and don't offer low 
rates. – Maggie, Michigan 

 
 Payments are TOO HIGH. – Jimmy, Pennsylvania 

 

 I had to take most of my disability payment and apply it to my 3 private loans from 
Nelnet. – Mark, Arizona 

 
 There is no sure way to predict if people will be able to pay off their loans, but one 

sure way is that the loans repayment is affordable. Some of that will depend of what 
salary people have, and their monthly household income. – Yvette, Minnesota 

 
 The main cause of my family's struggle is that we do not currently have the funds to 

make payments on my husband's student loans. His income was reduced drastically 
since 2010. Additionally the loan is too large (over $280,000 from a starting point of 
$40,000) largely due to the interest that kept building up on it -even at times during 
some periods of continuing education (prior to government taking over loans several 
years. I don’t see a way to predict whether people will struggle to pay off their loans. 
We had a good income & did not foresee its loss. – D.A., Pennsylvania 
 

 I was lied to about having a loan and by the time I found out, it had already started 
accruing interest. I think people struggle due to the economy, due to the fact they may 
not make enough money to live off of and pay off a loan. – Charisse, Oklahoma 
 

 Unemployment and underemployment. I live in Illinois and my nephew lives in 
Massachusetts. His parents didn't have credit to co-sign his student loans. I had a 
good job at the time and fully expected my nephew to get a job when he graduated in 
December 2006 so I agreed to co-sign. He didn't find a job then and has been 
unemployed this whole time. In September 2008, I lost my job at the age of 61, and 
that is when the credit calls started. As a co-signer, I am liable for his loans. I am 
fortunate to have pensions and Social Security so I was able to retire. – Shirley, 

Illinois 
 
 

2. What actions do you take to be able to repay the private loan each month? Do you 

change your lifestyle or living arrangements? Do you delay big purchases, like a car or 

house? Do you defer payment of other debts (like federal loans or credit cards bill) so 

you can repay your private loan?  

 I used federal loan money to repay my private loan. – Julie, Kansas 
 

 I have not been able to pay any of the loan, so it seems to be getting higher and 
higher. I call every year to get it extended. My lifestyle has been non-existent since I 
lost my job back in 2007. I went from $14.50 to $10.30 an hour, plus I don't work the 
full 40 hours a week. – Marcalla, Arizona 
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 I defer my payments until I am able to get back into school. – Jonice, Illinois  
 

 My daughter pays the minimal required. She had to move with me, her mother, 
because she could no longer afford rent for a one bedroom apartment. Does not party, 
dine out, buy new clothes, go on trips or to concerts. No savings for a house. – Linda, 

Texas 
 

 My private loans have been hard to work with and constitute a considerable amount 
of my monthly payments. They force me to delay large purchases and have lesser 
money to spend, which drives our economy. – Josh, Minnesota 

 
 Absolutely, it changed my whole life & made me a slave to that debt. Do you delay 

big purchases, like a car or house? All purchases are delayed. Do you defer payment 
of other debts (like federal loans or credit cards bill) so you can repay your private 
loan? Yes. – Raymond, Maryland 

 
 During the initial loan repayment, I would go out with friends for sushi and a couple 

drinks once a month. Other than that, all my money went to necessary expenses and 
student loan payments. I didn't even go out for coffee or to see movies, and I only 
purchased clothing through thrift stores. I gave up my car because I could not make 
the payments along with the student loan payments. I did not invest in or buy 
anything. – Sandra, Nevada  

 
 I have never been able to achieve social mobility controlled by the cash-flow I’ve 

been able to maintain with commercial indebtedness. - John, Alaska  
 

 I sold my house and moved out of the area in an attempt to continue to pay my bills 
including student loans. I have lowered my lifestyle, sold my house and moved out of 
the area to try and cover my bills. I am deferring all my big purchases indefinitely. I 
pay my bills off each month so I don't have extra debt to pay off. – Margaret, North 

Dakota 
 

 My loan is a priority and achieving my degree was a lifelong goal. Each month it is a 
struggle to continue timely payments. – Kathy, Indiana 
 

 I pay what I can. I have no car, walk to work, do not buy anything, but what is 
needed. – Sally, California  
 

 I can’t buy anything. I can’t in good conscience get married and tie another person to 
my debt. I can’t get a credit card. I live in an apartment because when they started 
garnishment, and I couldn’t afford to pay my mortgage so I had to let the house go 
into foreclosure. Eventually filing bankruptcy to get away from the debt of the house 
because I could not repay it. I can’t make big purchases. I don’t have credit cards.  
– Christopher, Kentucky 
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 I am currently paying $204 per month on my student loan. This has obviously 
affected my budgeting, there are times that my utility bills have gone late because I 
know that student loans are due. I am unable to make another large purchase because 
of my student loan. – Maggie, Michigan 

 
 I have not started to repay the loans back, I don’t have the money. – Jimmy, 

Pennsylvania 
 

 I had to use the income adjusted action as I had no income prior to my disability 
payment. – Mark, Arizona 

 
 Have tried and was repaying for a time. The income [I] made when the arrangement 

was made decreased significantly. – D.A., Pennsylvania 

 

 I rely on my roommate for some financial help so I can make payments. My bills 
sometimes run behind because of my loan. – Charisse, Oklahoma 

 

 To make the payments [for my nephew’s loan which I cosigned], I have delayed 
purchasing a car to replace my 2002 car. The loan payments equal or exceed car 
payments. In addition, my house needed major plumbing repairs in 2012-2013. I had 
to deplete my savings to pay for those repairs. My dreams of travel in retirement are 
not being realized. In addition, since my nephew does not live with me, I am not 
allowed to deduct the payments from my income taxes. That's a large deduction that I 
could use instead of owing taxes. – Shirley, Illinois 
 
 

3. Will your private student loan lender let you permanently or temporarily lower your 

monthly payments? If you've already done this, has it helped you stay current with 

your repayments?  

 Even with the lowest payment they allowed me I still cannot make that payment. – 
Marcalla, Arizona 

 
 No reduction in interest or payments. No end in sight. – Linda, Texas 

 
 No, harassment is all they do. Makes no difference. – Raymond, Maryland 

 
 They allowed me deferrals because I was under extreme financial hardship, during 

which the loans accumulated massive amounts of interest and fees. Once I ran out of 
deferrals the private loans defaulted, and have been ballooning ever since because I 
am currently making no money and have no way to independently feed or house 
myself, let alone attempt to pay debts. The federal loans are currently at $0/month 
repayment because of financial hardship. – Sandra, Nevada  

 
 As far as I know, "No!" – John, Alaska 
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 I have already had my payments lowered, twice. This doesn't really help me pay off 
my loan as the balance continues to grow. What it does is keep me out of bankruptcy 
since I cannot cover the entire loan amount I have. Until my circumstances improve 
this is my reality. – Margaret, North Dakota 

 
 Not applicable at this time, but may be in the future. – Kathy, Indiana 

 
 I have too many loans. The Cal Grant, I received in entering college was reduced. I 

counted on this money to pay tuition & live, while I graduated with a double major.   
– Sally, California 
 

 Currently they say I do not qualify. My home is in foreclosure. – Shavon, Florida 
 

 No. – Christopher, Kentucky 
 

 The New York State Higher Educational Loan Services Corporation has sold my 
Guaranteed Student Loan & Auxiliary Loan to Assist Students to the Premiere Credit 
of North America in Indianapolis, Indiana. Despite the fact I told them that I've never 
financially benefited from this student loan and paying back a $43,129.47 would 
cause severe financial hardship in many letters with supporting documentation, the 
Premiere Credit was garnishing my wages 15%. They make more money when a 
student defaults on their student loans. – Charles, New York 
 

 My student loan was recently sold to another company and there are no options to 
lower the payment amount. – Maggie, Michigan 
 

 No. – Jimmy, Pennsylvania 
 

 Using the income option since I had no income and could only pay rent, utilities, 
phone, computer line, and groceries. No income to pay my loan amount. So I had to 
consolidate my loans. – Mark, Arizona 
 

 I have not taken any actions to repay my loan yet because I am still in grad school. 
When I graduate, I am certain I will need and look for ways to lower my monthly 
repayment. – Yvette, Minnesota   
 

 I don't believe so, because I have missed some payments. – Charisse, Oklahoma 
 

 The loan payments were deferred for my nephew for a year. The payments then got 
backlogged when nothing was paid on the loans. [As a cosigner,] I had to pay off all 
the backlog and then the payments were reduced for a year. I've had to pay the full 
monthly amount for almost 2 years. – Shirley, Illinois  
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4. Have you ever modified the terms of a private loan? How did you learn about the 

modification program? Would you change anything about this process, or do you think 

it should be adopted by other companies? 
 I never modified the loan. – Julie, Kansas 

 
 Yes, I did modify it to the lowest it could go. – Marcalla, Arizona 

 
 No modifications. Don't know how. Wish the interest rates and payments could be 

lowered, retroactively so that the debt could be retired. – Linda, Texas 

 

 Not on purpose, my loan was sold several times without telling me, with higher and 
higher interest rates, and when I was contacted I was unfamiliar with them and 
thought they wanted to loan money, so I tossed the letters assuming junk mail. How 
did you learn about the modification program? I didn't. The system is a failure, as it 
punishes those wanting to better themselves. – Raymond, Maryland 
 

 Sallie Mae has never spoken to me about loan modification. At this point their 
representatives are generally hostile and refuse to work with me unless I send them 
lots of cash. I have no cash. – Sandra, Nevada 
 

 Yes, I was able to consolidate the disparate liens. – John, Alaska 

 
 Consolidated to reduce interest rate. – Kathy, Indiana 

 
 Yes. I was told by a friend, but the reduction is still beyond the means of someone 

who makes $8.00 an hour. I would give immunity to students, as immunity was given 
to banks, who took our friends & families, homes. – Sally, California 

 
 No. – Christopher, Kentucky 

 
 I have never modified terms, I was unaware that was even an option. – Maggie, 

Michigan 
 

 Should be forgiven, just like the feds loans. – Jimmy, Pennsylvania 
 

 I have consolidated a few loans so that the interest accrues on one loan instead of 
several. Also there is a lower payment option on the Sallie Mae website. I learned 
about it through a credit counselor while getting on a budget to pay some immediate 
credit card debt and create a more sensible budget. – Yvette, Minnesota 

 

 (As a cosigner,) I don't know anything about the modification, and I suspect that the 
company wouldn't deal with me. They get their money from me, but they will only 
deal with my nephew (who took out the loan). – Shirley, Illinois 
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5. Do you have an online account for monitoring your private loan? Is it useful, or are 

there things you'd change? 

 They did have an online portal but it was very antiquated and not very helpful. The 
loan also changed hands a couple of times making things even more confusing. – 
Julie, Kansas 

 
 I don’t have an online account. – Raymond, Maryland 

 
 I don't know of a good online tool. Sallie Mae's website is only useful if you want to 

make a payment. – Sandra, Nevada  
 

 There is a web site to monitor my account but I call and visit with a person instead. 
Wandering around an unfamiliar web site can take days or weeks to navigate and 
even then you can't be sure you've gotten what you are looking for. – Margaret, North 

Dakota 
 

 Yes, it’s useful for the ability to monitor my student loan. – Kathy, Indiana 
 

 Yes. It lets me know how much I owe, which to be honest, only scares me more. – 
Sally, California 
 

 No. – Charles, New York 

 
 I do not have an online account, I get paper correspondence from the lender, but I do 

have the payment billed from my checking account directly. – Maggie, Michigan 
 
 The company won't allow me to have online access, and I have to make payments by 

check in the mail. They want their money but won't give me access! – Shirley, Illinois 
 
 

6. How does your loan provider communicate with you? Email, voicemail, physical mail? 

Is it effective, or are there things you'd change? 

 Email and regular mail was used to communicate and were adequate. – Julie, Kansas 
 

 Physical mail. – Marcalla, Arizona 
 

 Snail-mail. I prefer online communications and transactions. – Linda, Texas 
 

 I feel it is harassment. – Raymond, Maryland 
 

 They call my cell phone, sometimes on a daily basis. I opted for paperless early on, 
and don't know how to change that. – Sandra, Nevada  
 

 Statements come in regular mail, monthly. – John, Alaska 
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 Physical mail works best for me. They send a letter, if I have questions I call and get 
somebody to explain it to me. – Margaret, North Dakota 
 

 Email only, and yes, this is effective. – Kathy, Indiana 
 

 They harass me on the phone & let me know by physical mail, that my interest keeps 
climbing, due to my need to pay off my loans, later. – Sally, California 

 
 My loans are from the federal government originally, the only time they contact me is 

if the loan has been released by collection agency. – Christopher, Kentucky 
 

 U.S. mail – Charles, New York 
 

 Paper mail. It is fine. – Maggie, Michigan 

 
 I have an online account for my loan and the site is simple to use and easy to 

understand. My loan provider communicates with me through email. – Yvette, 

Minnesota 
 

 Not effective. We cannot pay, so we just bear & ignore. – D.A, Pennsylvania 
 

 Physical mail. I would prefer if I could log into an account online and pay it but I 
don’t believe they have an option for that. – Charisse, Oklahoma 

 
 Physical mail. Of course, the original dunning calls were by phone. It's effective but 

not my preferred method of communication. I'd prefer email and online access. – 
Shirley, Illinois 
 

 
7. Has your private student loan impacted your credit rating? If so, how do you know and 

what did it do? 

 Not sure if it has been affected. – Julie, Kansas 
 

 I never had a good credit rating to begin with, so I really don't know how I qualified 
for this loan, I was very surprised. – Marcalla, Arizona 
 

 As far as I know it has not had a negative impact on my credit rating yet as she 
[daughter whose loan she co-signed for] has kept all payments current. Need help. 
Please. – Linda, Texas 

 
 My student loans are my only debt, and the default and lack of payments have caused 

my credit rating to pretty much bottom out. I'm pretty sure a bankruptcy couldn't 
make it worse, but I can't declare bankruptcy because the student loans are my only 
debt. – Sandra, Nevada 
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 It has yet to diminish my credit rating, as far as I know, but my "score" is 
incrementally being "chipped-at" by the squeeze of my finances. I survive on an 
Social Security disability pension that doesn't cover my necessities therefore I'm 
continuing to dig deeper into debt. – John, Alaska  

 

 I do not know if it has affected my credit rating. I have not missed a payment, only 
had them restructured. – Margaret, North Dakota 

 
 Not that I am aware of, although it adds to the debt which lowers the overall credit 

score. – Kathy, Indiana 
 

 It has made my credit poor. [I know this] because I had a bankruptcy attorney tell me 
it was on my record as 64 separate negative ratings. – Christopher, Kentucky 
 

 I have never made enough money to have a successful marriage or have any children 
and the 1 wife that I did marry left me one year ago after the Educational Credit 
Management Corporation began to garnish my wages 15%. – Charles, New York 
 

 It has affected my rating because it is an outstanding debt, but not because I have 
missed any payments. – Maggie, Michigan 
 

 I can’t get credit but I don’t care. – Jimmy, Pennsylvania 

 
 My credit rating may have been impacted by my loan, but since it is not in repayment 

status yet, I do not think so. More than likely my credit rating is from some credit 
card debt that I am almost finish paying off. – Yvette, Minnesota 

 
 Yes. It has made my financial situation more difficult to handle & has put even more 

undue stress on my entire family because of higher premium payments for other 
things. Has also cost several jobs that were applied for. – D.A., Pennsylvania 
 

 Yes. I’ve been denied jobs and credit cards because of this. – Charisse, Oklahoma 
 
 It certainly did when they weren't being paid! My credit is good now, but I'm making 

the payments. If I have to stop, it'll tank again. – Shirley, Illinois 
 
As you can see, there is a clear and compelling need for robust regulation of private student loans 
to protect students and their economic futures. In addition to comments answering the CFPB’s 
questions, AAUW received stories from individuals about their student loan experiences. These 
responses are attached to the correspondence to the CFPB.   
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Thank you for the opportunity to submit comments on this important issue. I look forward to 
working with you to advance higher education. If you have any questions, please feel free to 
contact me at 202-785-7720, or Beth Scott, regulatory affairs manager, at 202-728-7617. 

 
Sincerely, 

 
Lisa M. Maatz 
Director, Public Policy and Government Relations 
 
                                                 
1 The Federal Register. (February 27, 2013). Request for Information Regarding an 

Initiative To Promote Student Loan Affordability. Retrieved April 4, 2013, from www.gpo.gov/fdsys/pkg/FR-2013-
02-27/pdf/2013-04419.pdf  
2 AAUW. (June 2011). 2011-13 AAUW Public Policy Program. Retrieved January 5, 2012, from 
www.aauw.org/act/issue advocacy/principles priorities.cfm 
3 The New York Times. (April 11, 2011). Burden of College Loans on Graduates Grows. Retrieved April 12, 2011, 
from www nytimes.com/2011/04/12/education/12college html? r=2&hp.     
4 U.S. Census Bureau. (September 2010). Income, Poverty, and Health Insurance Coverage in the United States: 

2009. Retrieved February 23, 2011, from www.census.gov/prod/2010pubs/p60-238.pdf. 
5 AAUW. (2012). Graduating to a Pay Gap. Retrieved April 4, 2013, from 
www.aauw.org/files/2013/03/Graduating-to-a-Pay-Gap-The-Earnings-of-Women-and-Men-One-Year-after-College-
Graduation-Executive-Summary-and-Recommendations.pdf  
6 AAUW. (2007). Behind the Pay Gap. Retrieved August 11, 2011, from 
www.aauw.org/learn/research/behindPayGap.cfm.  
7 Price, Derek V. (2004). Borrowing Inequality: Race, Class, and Student Loans. Boulder, CO.  
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April 8, 2013 
 
 
RE: Student Loan Debt 
 
According to new figures released by the American Bar Association (“the 
ABA”), in 2012, the average education debt for law school graduates at 
private law schools was nearly $125,000, while the average education debt for 
graduates of public law schools was more than $75,700.  Despite these 
statistics, college graduates continue to pursue legal education to fulfill their 
dream to practice law, help the public, and make a difference in their 
communities.  Unfortunately, today’s law school graduates enter a job market 
with limited prospects despite being saddled with significant student loan 
debt.  
 
The ABA Young Lawyers Division (“ABA YLD”) recognized this problem 
and spearheaded an effort to provide prospective law students with accurate 
information on their potential law school debt and actual graduate 
employment and salary rates through the establishment of the Truth in Law 
School Education Committee (“the TILSEC”).  The TILSEC has been tasked 
with investigating and exploring options for the ABA YLD to further compel 
law schools to gather and disseminate accurate information to prospective law 
students regarding their true employment and salary statistics as well as the 
actual cost of three years in law school. 
  
The ABA YLD is concerned that high educational debt prevents many law 
graduates from pursuing or staying in public service jobs and realizing their 
goals.  The legal profession and society as a whole pay a severe price when 
law school graduates are shut out from pursuing public service legal careers 
due to high educational debt burdens.  Our society needs talented and zealous 
lawyers in all sectors of the legal profession. 
 
Most law students apply for (and are granted) loans through federal lending 
programs.  However, because of borrowing limits, many students also seek 
out private loans.  While federal programs have mechanisms that permit 
students to deal with the economic crisis and facilitate repayment, state and 
private loan programs do not usually have these features.   
 
The ABA has been involved in initiatives to: extend federal student-loan 
repayment terms and federal student-loan programs to individuals who 
borrowed from private lenders; allow individuals to qualify for income-based 
repayment, consolidation, and other forms of loan repayment assistance; and 
create loan forgiveness programs for public service lawyers similar to the 
Direct Loan Public Service Loan Forgiveness Program authorized by 
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Congress for health care professionals in the Higher Education Opportunity 
Act.  
 
Thus, the ABA YLD is concerned with providing prospective law students 
with accurate information so they can make an informed decision about going 
to law school.  In addition, the ABA YLD’s concern continues as these 
students graduate from law school, enter the profession, and begin to repay 
their loans.  The ABA YLD is actively involved in efforts to ensure this debt 
repayment is not overly burdensome.   
 
Sincerely, 

 
Chris Rogers 
 
Cc: ABA Young Lawyers Division Committee on Truth in Law School 
Education 
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ABA Young Lawyers Division 
Committee on Truth in Law School Education 

 
Myra McKenzie, Chair 

Amy Drushal, Ex-Officio 
Brandon Smith, Member 
Ben Kimberly, Member 

David Scriven-Young, Member 
Jason Sengheiser, Member 

Carlos Escurel, Liaison 
Adena Leibman, Law Student Division Chair 

Bryan Rogers, Law Student Division Board Representative 
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Virginia Glay-Muchie, an AFT member from Illinois, shares how student loan debt 

burdens entire families: 
I am just about to retire from teaching and my youngest child has one more year 
in college. I should be able to retire and not worry about having enough money 
to survive on but I will need to supplement my pension to help my son pay for 
his college tuition. How can we encourage young people to pursue a college 
degree if they will be saddled with tremendous debt when they graduate? The 
future of our county will be in their hands.  

 

Despite efforts by the Obama administration and some members of Congress, the 

purchasing power of the Pell Grant has barely remained constant given the rapid rise of 

college costsi—and in the last federal budget, Pell eligibility was severely narrowed.ii At 

the institutional level, colleges are placing a greater emphasis on merit-based financial 

aid than on need-based financial aid.iii More students are using student loans (both 

federal student loans and private student loans) to finance their education. For a 

growing group of students, loans have become the primary if not sole means of paying 

for college. Of most concern, there has been a significant increase in the numbers of 

students taking out risky private student loans, even when in many cases they have not 

borrowed the maximum amount of federal loans available to them.iv   
 
For some, the high cost of college is causing young people to reconsider attending 
college all together. Mary Helen Worth, an AFT member from Oregon, says: 

I have a daughter in her second year of attending a University. Due to many 
economic issues, she will consider taking out a loan in order to complete her 
next two years of studies. At this point, it was devastating to hear her say she 
would consider not attending and working for a few years, before returning to 
school. From my own experience, that won't happen. She is on track to being a 
successful college graduate and prepared for the workforce. At this point we, her 
parents, are not able to access any funding for her continued education. She has 
worked hard to get where she is. ... She shouldn't have to drop her plan due to 
funding.  

 

For those students with private student loan debt, their financial situation has become 

even more precarious since the terms of most private loans resemble credit cards rather 

than financial aid. These loans often have uncapped variable interest rates, which have 

spiked as high as 18 percent in recent years; hefty origination fees; and few, if any, 

consumer protections. They are ineligible for federal forgiveness, cancellation, 

bankruptcy or repayment programs. Private student loan lenders also provide 

notoriously poor customer support and do not offer the same entrance and exit 

counseling many public student loan programs require. These lenders target low-

income and first-generation students, often preying on their lack of familiarity with 

higher education financing. This is a particular problem at many for-profit colleges 

where reliance on private student loan debt to finance education is widespread because 

of degree cost, and lenders have negotiated privileged access to these students.   
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As Lori Ernst, an AFT member from Wisconsin says: 
Education has been a priority for my entire family. We believe it is the best 
investment in your future. I have two daughters in college and file our FAFSA as 
early as possible, but because my husband and I work, our children receive 
nothing beyond student loans (most unsubsidized). My oldest has completed 4 
years at a UW to earn her business degree in Hospital Administration, but is 
required to complete a yearlong internship. She will be working 40+ hours a 
week while maintaining a full load of classes for Summer 2012, Fall 2012, Winter 
2012, Spring 2013 with tuition costs over $13K. With no additional aid available, 
personal loans are her only option. She is so close to reaching her goal, but the 
costs of continuing are overwhelming. She feels she may not be able to continue. 
My younger daughter is starting this fall, but is concerned about the loans she 
will start accumulating. As a parent who pays credit fees for my classes to 
maintain my license, and has a reduced income because of Governor Walker's 
Act 10, I am in no financial position to help them. … How will education ever 
survive when eager, capable learners cannot pursue their dreams because of our 
government's inaction?  

 

We believe higher education is a public good, not simply a private benefit. By failing to 

adequately regulate student loan lenders, we have diminished the potential of our entire 

nation, not just the individuals directly affected by educational debt.  

 

Easing the debt burden of current borrowers would help millions already struggling in a 

difficult economy and would have the further salutary effect of providing an indirect 

stimulus to the economy by freeing up consumer dollars that are currently servicing this 

debt. We recommend that the Consumer Financial Protection Bureau: 

• Allow borrowers to swap private loans for federal loans with more-favorable 

repayment conditions and options; 

• Work with private lenders to increase flexibility in repayment options for 

borrowers of private educational loans, including loan forgiveness and income-

based repayment options that match or exceed the flexibility offered by current 

federal student loan programs; 

• Target reforms toward those most in need of assistance,v in a manner similar to 

the program worked out to assist underwater homeowners; 

• Urge Congress to reform bankruptcy laws to allow educational debt to once 

again be discharged through the bankruptcy process; and 

• Encourage the federal government to consolidate loan forgiveness programs into 

one program similar to Pay As You Earn (which allows loan forgiveness after 20 

years with monthly payments equal to 10 percent of the borrower’s discretionary 

income).  
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The higher education experience can be one of the most transformative and enriching 
experiences in an individual’s life, whether for a traditional 18-year-old student who 
attends college right out of higher school or a 29-year-old student who has the 
opportunity to return to school after years of work. It is wrong to sentence these 
borrowers and their families to a lifetime of debt for simply trying to further themselves 
by gaining access to higher education. 

Therefore, we urge the Consumer Financial Protection Bureau to issue and promote 

strong recommendations that will provide more-affordable student loan payments for 

all borrowers. 

 

Thank you for considering our views on this important matter. 

 

Sincerely, 

 

 

 

Randi Weingarten 

President 
 
RW:emc opeiu#2 afl-cio 
 

 

 

 

 

 

 

 

 
                                                                 
i www.quickanded.com/2010/10/why-pell-will-not-save-us-from-high-
tuition.html?utm_source=feedburner&utm_medium=feed&utm_campaign=Feed%3A+TheQuick
AndTheEd+%28The+Quick+and+the+Ed%29  
ii www.insidehighered.com/news/2011/12/16/budget-compromise-would-preserve-maximum-
pell-grant-nih-funding 
iii www.insidehighered.com/views/2010/01/05/roush 
iv http://projectonstudentdebt.org/files/pub/Student_Debt_and_the_Class_of_2010_NR.pdf  
v 
http://edmoney.newamerica.net/sites/newamerica.net/files/policydocs/NAF Income Based R
epayment.pdf 
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April 1, 2013 
 
 
 
 
Ms. Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street, NW 
Washington, DC  20552 
 
Re:  Request for Information (RFI) Regarding an Initiative to Promote Student Loan Affordability 

Docket No. CFPB-2013-0004 
  
Dear Ms. Jackson: 
 
On behalf of the physician and medical student members of the American Medical Association 
(AMA), I appreciate the opportunity to provide comments on the need to increase the availability of 
affordable payment plans for borrowers with existing private student loans.  We are concerned about 
the adverse impact of the high student debt burden that medical students face and are committed to 
identifying and advocating for long-term solutions to mitigate these debt burdens.   
 
Medical education remains the most expensive post-secondary education in the United States, with 
over one-third of all graduates carrying debt balances of more than $200,000.  This significant 
financial burden can have a considerable effect on a medical student’s choice of practice area.  
Although many students enter medical school planning to pursue family medicine, geriatrics, or other 
careers in primary care, the reality of this debt burden can cause graduates to abandon these goals in 
order to pursue higher paying specialties. 
 
This high debt burden also dissuades students from attending medical school altogether, especially 
students from diverse ethnic and socioeconomic backgrounds.  According to surveys of the 
Association of American Medical Colleges (AAMC), underrepresented minorities cited cost of 
attendance as the top deterrent to applying to medical school.  With recent health reforms seeking to 
eliminate health care disparities amongst the U.S. population, increasing the number of minority 
physicians is important to ensure a health care workforce more reflective of the general population.   
 
Moreover, the AAMC Center for Workforce Studies estimates that in 2015, the U.S. will face a 
physician shortage of 62,900 that will increase to 130,000 across all specialties by 2025.  An acute 
physician shortage will have a profound impact on health care access, quality, and costs, especially 
for Americans who are already underserved.  With an average medical student debt for indebted 
graduates of $166,750, debt plays a major role in career decisions and impacts the supply of our 
nation's physician workforce. 
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The AMA recommends the following for addressing medical student debt burdens: 
 

• Making medical student loan interest rates variable and capped at no more than five percent; 
• Creating income tax exemptions for medical student scholarships; 
• Making medical student loan interest fully tax deductible for borrowers; 
• Creating more opportunities for debt relief through tuition assistance and loan forgiveness 

programs; and 
• Maintaining sufficient funding for the National Health Service Corps (NHSC) as well as 

other federally supported medical student loan repayment programs for providing care in 
underserved communities. 

 
In addition, we urge you to consider making improvements to private student loans in order to 
alleviate burdens for medical student borrowers.  Federal student loans frequently provide for 
income-based repayment options for borrowers with partial financial hardship, as well as 
rehabilitation options for borrowers in default.  Yet, in general, private student loans do not offer 
similar modified repayment options.  We recommend that a number of options be made available for 
borrowers with private student loans so that medical students and other borrowers have access to 
affordable payment plans. 
 
Reducing medical student indebtedness promotes diversity within medicine and may contribute to a 
reduction in the shortage of physicians in primary care as well as other undersupplied specialties.  
Fair, low interest rates, tax relief, tuition assistance, loan forgiveness and repayment programs, and 
the availability of affordable payment plans lower barriers to medical education for disadvantaged 
students.  In addition, borrowers with less debt burden are more likely to start careers in medical 
education and research, practice medicine in medically underserved areas, or enter careers in public 
health service.   
 
Thank you for the opportunity to comment on this RFI to promote student loan affordability.  Should 
you have questions or require additional clarification about these comments, they may be directed to 
Sharon McIlrath, Assistant Director of Federal Affairs, at sharon.mcilrath@ama-assn.org or  
202-789-7417. 
 
Sincerely, 

 
 
 
James L. Madara, MD 
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April 8, 2013 
 
Via electronic submission: http://www.regulations.gov 
 
Garry Reeder 
Chief of Staff 
Consumer Financial Protection Bureau 
1700 G Street, NW 
Washington, DC 20552 
 

Re: Request for Information Regarding an Initiative to Promote Student Loan 
Affordability [Docket No. CFPB-2013-0004] 

 
Dear Mr. Reeder: 
 

We are writing on behalf of Americans for Financial Reform (AFR) and the following 
member organizations in response to the Consumer Financial Protection Bureau’s Request for 
Information Regarding an Initiative to Promote Student Loan Affordability, set forth in Federal 
Register, Vol. 78, at 13327 (February 27, 2013). 
  

Additional information regarding private student loan servicing and collection is needed 
to design an effective loan modification program.  In addition, we believe five criteria, discussed 
below, are essential to any successful program.  We urge the CFPB to evaluate any proposed 
loan modification program to determine whether it will – at a minimum – satisfy these 
essential criteria.  We further urge the CFPB to continue gathering information about industry 
practices and incentives and about the characteristics of borrowers in distress that will allow it to 
choose the most appropriate of the available policy options. 
 
 The Request for Information focuses on options for creating a loan modification program, 
as does the remainder of this letter.  However, loan modifications, while helpful, should be 
combined with other policies to provide relief to borrowers and prevent defaults in the future.  
These policies include: 
 

• Restoring bankruptcy rights for all student loan borrowers; 
• Mitigating the impact of negative credit reporting on borrowers’ ability to access 

housing, employment opportunities and other basic needs; 
• Eliminating predatory student lending, including development of sound underwriting 

standards ensuring ability to pay; 
• Including provisions for flexible repayment and death and disability discharges in 

new originations; 
• Excluding universal default; 
• Improving the availability and accuracy of information provided to students before 

they borrow; 
• Making sure borrowers have access to all their loan information, both federal and 

private; and 
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• Vigorously enforcing federal and state laws to protect borrowers from origination and 
collection abuses and for-profit school abuses. 

 
 Essential Features and Borrower Protections for a Loan Modification Program 
 

In evaluating proposals for PSL modification programs, the agency should evaluate 
whether the proposal will – at a minimum – satisfy the following essential criteria. 
 

1. Affordability: Loan modifications must provide a real financial benefit to borrowers 
and must be linked to the borrower’s realistic ability to repay.  This is essential not only to 
providing real relief to borrowers in distress, but also to prevent high re-default rates which 
would make the program not worth the expense from the servicers’ and investors’ perspective, or 
the taxpayers’, if government funding is involved. 
 

2. Preservation of Borrower Protections: Participation in a loan modification program 
or acceptance of a loan modification offer should not result in a borrower losing any rights or 
protections she would otherwise have.  This includes forbidding any waivers of rights as a 
condition of modification and also structuring the program in such a way that previously exempt 
income or assets of the borrower are not placed at risk (for example, through the expanded 
collection powers available for federal loans) and time limits for collection are not lengthened 
beyond previously applicable statutes of limitations. 
 

3. Enforceability: Borrowers must have the ability to enforce their rights under the 
modification program, including the ability to dispute and appeal denials of eligibility and 
mistakes in the terms offered and to raise claims and defenses related to the program in legal 
proceedings. 
 

4. Efficiency and Scale: The program must be designed to reach as many as possible of 
the borrowers in or at risk of default, both in order to assist those borrowers directly and in order 
to have a positive impact on the broader economy.  Eligibility criteria must broad enough to 
encompass all borrowers in need of assistance and the program must be efficient in reaching 
those borrowers and in minimizing the barriers to uptake.  Reaching scale will require either 
mandating loan modification offers or providing effective incentives sufficient to induce 
servicers and lenders to modify a large number of eligible loans. 
 

5. Fairness: Any program, particularly one that relies on incentives to or purchase of 
loans from existing servicers and lenders must not be a bailout or giveaway to lenders.  This is 
essential to avoid moral hazard on the part of lenders and servicers; the industry should not be 
allowed to externalize the costs of the shortsighted lending decisions it made, particularly 
between 2005 and 2008.  Furthermore, the program must be structured to prevent servicers and 
lenders from “creaming” or selecting particular loans for modification in order to maximize their 
own finances and from receiving credit or incentive payments for modifications or other actions 
they would have taken anyway.  Finally, the program must have protections to prevent a 
disparate impact on borrowers of color or other protected groups. 
 
 Background and Discussion 
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Predatory private student lending shattered the dreams of many individuals seeking to 

better their lives through education.  These loans have become a curse, not an opportunity, for all 
too many borrowers. Those harmed by lender predatory practices are now stuck trying to get 
those same lenders to provide relief. 

 
 Large and growing numbers of private student loan borrowers are falling behind on their 
loans.  Data is not publicly available on precisely which lenders, loan features and borrowers are 
most at risk of defaulting.  However, the available data strongly suggests that a large portion of 
private student loan (PSL) defaults are attributable to irresponsible lending practices that became 
particularly widespread during the period leading up to the credit crisis, roughly from 2005-
2008.  Private student loan origination during these boom years was driven by the demand for 
student loan asset backed securities (SLABs).  The loans were characterized by high volume, lax 
underwriting, heavy use of Direct to Consumer (DTC) lending, loan amounts higher than Cost of 
Attendance, and variable interest rates with very high margins. 
 
 The poor economy also had a huge impact on the job prospects of borrowers who 
received loans during this period and exacerbated student loan burdens, but is only part of the 
story.  Aggressive marketing of PSLs impacted some borrowers more than others.  Low-income 
and non-traditional students were particularly hard hit.1   
 
 Not surprisingly, default rates are high for all PSLs originated during the boom period, 
and get higher with each vintage of loan originations.2  The impact of payment unaffordability 
and default on these borrowers is huge and has a negative impact on the overall economy.  The 
burden on low-income borrowers is even worse, since these borrowers are faced with the Catch-
22 of forgoing essential needs in order to stay current or risking loss of employment, housing and 
other opportunities because of the negative credit impact of default and other adverse 
consequences. 
 

While it is critical to improve loan origination, servicing and loss mitigation for all 
student borrowers going forward, there is good reason to pay special attention to the cohort of 
borrowers who were harmed by predatory lenders and the financial market’s huge appetite for 
SLABs.  Because of the unusual conditions and serious hardships faced by this group of 
borrowers, the need for assistance is great. 
 

Restoring bankruptcy rights is an important action that Congress should take to provide 
relief to the worst off borrowers.  However, we urge the CFPB to consider other options for 
providing relief to borrowers harmed by what will hopefully prove to be a short period of 
unusually aggressive and inappropriate lending activity.  If future loan originations are properly 
regulated, there should be diminished need for loan modification options. 

 

                                                 
1 While there was an overall increase of the percentage of undergraduates with PSLs from 5% in 2003-04 to 14% in 
2007-09, increases were even larger among students at for-profit colleges (from14.1% in 2003-04 to over 40% in 
2007-08), and among students of color (increasing from 4.1.% and 4.6% to 17.3% and 13.2% for Blacks and 
Hispanics, respectively).  See Consumer Financial Protection Bureau, “Private Student Loans” (August 29, 2012). 
2 See Consumer Financial Protection Bureau, “Private Student Loans,” Figs. 16 and 17 (August 29, 2012). 
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Mandatory loss mitigation can be justified both as a matter of ability to repay and as a 
safety and soundness issue.  From a safety and soundness perspective, as well, institutions need 
to anticipate the possibility that the loan debt may prove unsustainable for some borrowers and to 
put in place programs to turn those loans into performing loans rather than write-offs 
 
 The CFPB should be aggressive and creative in seeking solutions for these borrowers that 
satisfy the five essential criteria identified above. 
 
 
Sincerely, 

 
Americans for Financial Reform 
Consumer Action 
NAACP 
National Consumer Law Center (on behalf of its low income clients) 
Public Citizen 
The Institute for College Access and Success 
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Association of Credit Counseling Professionals

Association of Credit Counseling Professionals
299 South Shore Road
Marmora, NJ  08223

(p) 866-278-1567

April 7, 2012

Consumer Financial Protection Bureau

1700 G Street NW., Washington, DC 20552

Submitted-via http://www.regulations.gov-

Re: Request for Information Regarding an Initiative To Promote Student Loan 

Affordability

Docket No. CFPB-2013-0004 –

The Association of Credit Counseling Professionals (ACCPros) is a national industry trade 

association representing 27 consumer credit counseling agencies, most of which serve clients in 

many states.  ACCPros strongly supports the creation of income-based repayment, refinancing, 

and modification options with respect to private student loans; ideally, these options would be 

consistent with similar options available for federal student loans, and would not vary 

significantly from lend to lender.

The primary purpose of ACCPros is to advocate for the continued availability of credit 

counseling services, most often at the state level. One of the main tools credit counseling 

agencies use to help financially distressed consumers regain control over their budget is a debt 

management plan, or DMP.  In a DMP, unsecured creditors are contacted at the beginning of a 

proposed repayment period and agree to concessions, such as longer repayment terms (and thus, 

smaller monthly payments), significantly reduced interest rates, the waiver of fees and penalties, 

and so forth. In combination, these concessions greatly reduce the monthly stress on the 

consumer’s budget.  

While creating strategies to maintain student loan payments is clearly an important part of the 

budgeting and financial education services provided by credit counselors, student loans aren’t 

typically included in DMPs.  There are several reasons for this. First, DMPs cannot extend 

beyond 60 months. Including payments for such long-term debts in a debt management plan is 

simply not possible under today’s regulations, nor would it be in the consumer’s best interest, 

since concessions aren’t granted by the lender or loan servicer. 
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Second, as noted in the supplemental information provided in the request, private student loans 

are often securitized and sold in tranches, much like mortgages. This makes it difficult to 

identify, communicate with, or negotiate effectively with the underlying owner of a debt.

Third, while student loans (private or federal) are not “secured” in the sense of mortgage or 

other property lien interest, they are rarely dischargeable in bankruptcy, nor is there any 

applicable statute of limitation on the ability of a creditor to seek repayment. The incentives of 

creditors and servicers of student loans are therefore very different from those of a credit card 

issuer or collection agency.

As noted in the supplemental information, as of the end of 2011 there were more than $8 billion 

in defaulted private student loan balances. This is a real, and growing problem, and one which is 

not amenable to the primary means of clearing debt in the United States – negotiated workouts, 

modification of terms, or bankruptcy.

For that reason, ACCPros strongly supports the suggested initiative regarding private student 

loans.  Additional repayment options that include interest rate forgiveness and the lengthening 

of the loan repayment period, based on a debtor’s ability to pay, will help individuals regain 

control their financial future, and will only improve the default and delinquency rates described 

in the supplemental information.

Before turning to specific responses to inquiries contained in the request, we would like to make 

one additional suggestion.   At several points in the supplemental materials, the bureau notes the 

similarities between the mortgage market (and its servicers and investors) and the private student 

loan market.

In most respects, we agree. And as was the case with federal initiatives to spur mortgage 

refinancing and foreclosure mediation (HAMP, HARP, etc.), the number of consumers taking 

advantage of these modification programs has not met expectations.  We would respectfully 

suggest that credit counseling agencies have the infrastructure and capacity to provide significant 

assistance to consumers navigating student loan repayment options (consolidations, IBR, etc.). 

Unfortunately, unlike housing or bankruptcy counseling, there is currently no funding source to 

support this activity. If the CFPB moves forward with this initiative, we would suggest that 

consideration be given to the need for independent, consumer-focused assistance, both for 

private student loans and federal student loan consolidation/modification.
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(We will respond only to those questions where we have something to contribute.)

Scope of Borrower Hardship

1 What are the primary drivers of private student loan borrower distress?

There are two primary factors: the difficult job market for recent graduates, and a 

significant difference between the loan applicant’s expectations and the reality that awaits 

them. When high school juniors are picking a college, or when college seniors are deciding 

whether or not to go on to graduate school, they might look at job placement rates in a particular 

field, or average salaries, and so forth, but they generally fail to account for the fact that this 

information is almost always out of date at the time they are making a decision, and as they 

progress through their educational years it will only become less accurate. Six months after 

graduation, when student loan repayment begins, few graduates have the type of income 

necessary to meet their obligations. Nearly one-third of students miss their first payment. This is 

also due to their inexperience with budgeting and lack of financial literacy, in general.

The answer is better, and earlier, financial literacy education.   But for those who do get in 

over their heads in debt, options for getting control of that debt loan need to be available – and as 

the supplemental materials note, there is no consistent set of repayment options for private 

student loans.

Past and Existing Loan Modification Programs for Other Types of Debt

Many of our member agencies are HUD-approved housing counselors.  A limited amount of 

direct funding allows these agencies to provide financial assessment screening and counseling, 

and direct assistance to consumers applying for mortgage modification services and state 

“hardest-hit” programs.

Lender Participation

11. How might an affordability program sponsored by a public entity mitigate moral 

hazard and selection bias?

Leadership by a public entity, presumably federal, in defining a reasonable set of income-based 

and income-contingent repayment plans, based on stated criteria (percent of income, etc.) would 
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go a long way, especially if those options were consistent with those available for federal 

student loans.   We recognize that retroactively extending federal loan forgiveness rules to 

existing private student loans is problematic, but consistency and clarity between federal and 

private loans will only improve consumer confidence and, ultimately, repayment and 

delinquency rates.

Borrower Awareness

13. What are the most effective communication mechanisms to reach borrowers in 

distress?

It may be effective to require private student loan issuers, like credit card issuers, to include a 

reference in its billing statements to an independent central resource (800 number, website, etc.) 

that can help distressed borrowers find agencies that offer student loan repayment counseling.

Spillovers

14 -16 (restating)  How do student loan payments impact [other consumer debt concerns]?    

All repayment obligations – mortgages, taxes, credit cards, automobiles, cable subscriptions –

impact a consumer’s overall monthly budget, ability to repay, and ability to secure new credit. 

Again, we would suggest that the best answer is better, and earlier, financial literacy education. 

For consumers already in financial distress, the availability of budget counseling and 

modification/concession assistance is the second-best answer.    ACCPros member agencies are 

prepared to provide such counseling and assistance, and we’re hopeful that private lenders will 

extend a variety of concessions for the benefit of consumers nationwide.

Sincerely,

//RG//

Russell Graves

President, ACCPros

609-425-7931

CFPB-2013-0004 44



 
 
 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street, NW  
Washington, DC 20552 
 
RE: Docket No. CFPB-2013-0004 

CFPB Request for Information Regarding Options to Increase Availability of 
Affordable Payment Plans for Borrowers with Existing Private Education Loans  

 
Dear Ms. Jackson:  
 
In response to the CFPB’s request for options that would increase the availability of 
affordable payment plans for borrowers with existing private student loans, published in 
the Federal Register on February 27, 2013 Bank of North Dakota submits the following 
comments.  Bank of North Dakota (BND) is the only state-owned bank in the nation 
and was established by legislative action in 1919.  BND began making federally 
insured student loans in 1967 and continued making FFELP loans until the 
program ended on June 30, 2010.  State law allowed the creation of a state 
guaranteed student loan program in the event that federal loan programs were no 
longer adequately meeting the needs of the students attending a postsecondary 
institution.  The Dakota Education Alternative Loan (DEAL), North Dakota’s state-
sponsored loan program, was created in 1997 to satisfy that need.   
 
 
Scope of Borrower Hardship 
 

1.  What are the primary drivers of private student loan borrower distress? 
 

a. What characteristics might predict distress at loan origination? 
BND Response – Some students and parents are not choosing the best loan options.  
The implementation of the “preferred lender requirements” (34 CFR 682.201) put 
colleges in a burdensome and risky position which has resulted in many institutions 
no longer providing the guidance students and parents want and need on available 
loan options.  This is especially true when parents and students have access to a 
state-sponsored loan program.  North Dakota’s state-sponsored loan program, the 
Dakota Education Alternative Loan (DEAL) has flexible repayment terms.  In 
addition, ND applicants do not pay any fees and there is no risk based pricing so 
every ND recipient receives the same low interest rate, currently at 1.78% variable 
or 4.62% fixed. 
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c. What characteristics might predict distress during repayment? 
BND Response - Because students and parents are not choosing the best loan 
option(s) they are left with higher loan balances when their loans enter repayment, 
increased monthly payment amounts and significantly higher repayment amounts 
over the life of their loan(s).  BND offers a state-sponsored DEAL Consolidation 
Loan Program.  When ND residents become aware of our DEAL program, they ask 
us to consolidate the alternative loans they received from other lenders.  This allows 
BND to see first-hand the interest rates being charged to borrowers by other 
lenders.  During 2012, the average variable interest rate of NON DEAL loans which 
ND residents asked us to consolidate was 6.6%.  The highest variable rate we saw 
was 18%.  During 2012 the DEAL variable interest rate fluctuated from a low of 
1.86% to a high of 2.07%.    
 
Consider the following example based upon those interest rate scenarios: 

• A student borrows $5,000 in alternative loans every year for 5 consecutive 
years.   

• Using the real life interest rates of 2.07% (BND highest variable rate in 
2012), 6.6% (the average variable rate other lenders charged for loans that 
we consolidated during 2012) and 18% (highest rate we consolidated from 
an external lender in 2012).  

• No interest payments were made while in school and all interest outstanding 
was capitalized after they left school and received a 6 month grace period.   

• BND borrower owes $26,811 at repayment.  Monthly payment amount will 
be $248 for a 10 year term.  Total repayment over life of loan is $29,708. 

• Borrower with loans at 6.6% owes $30,775 at repayment.  Monthly payment 
amount will be $351.  Total repayment over life of loan $42.121. 

• Borrower with loans at 18% owes $40,750 at repayment.  Monthly payment 
amount will be $734.  Total repayment over life of loan $88,110. 

• Estimated amounts owed at repayment and over the life of the loans under 
all three scenarios would vary, based upon interest rate changes throughout 
the life of the loans.  It is important to note that all DEAL state-sponsored 
variable rate loans being made at this time have a lifetime cap of 10%. 

 
 
 
Current Options for Borrowers with Hardship 
 

3. What options currently exist for borrowers to permanently or temporarily lower 
monthly payments on private student loan obligations? To what extent have these 
affordable repayment options cured delinquencies? 
 

BND Response – Our state-sponsored loan program allows borrowers to defer 
payment of their DEAL loan while attending school, graduate fellowship or during a 
rehabilitation period.  In addition, payments may be deferred while they are on 
active duty in the military and during periods of economic hardship.  Borrowers 
also have a lower payment or no payment forbearance option during periods of 
financial difficulty.  Repayment term may be extended to 25 years if a borrower has 
a student loan balance (Federal and/or DEAL) of $30,000.  
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5.  Do lenders work directly with co-signers to modify terms? If so, how? 
BND Response – We will work directly with a cosigner to resolve the delinquency 
for any loan they have cosigned. 

 
6. What is the incidence or expectation of re-default rates among restructured private 

student loans? 
BND Response – We have begun to “rehabilitate” defaulted DEAL loans.  The 
number of loans impacted is low so additional time is needed to evaluate the success 
of this process. 
 
 
Past and Existing Loan Modification Programs for Other Types of Debt 

 
7. What are some examples of loan modification programs sponsored by a public 

entity or the private sector that have been successful? Which features of these 
programs might be applicable to a student loan affordability program? Which 
features of these programs might not be appropriate for a student loan 
affordability program? 

BND Response - Several years ago the IRS offered taxpayers an “amnesty program” 
which allowed taxpayers to avoid prosecution and provided a chance for clemency 
on taxes and penalties.  Lenders should be allowed to offer student loan borrowers 
an “amnesty program”.  This program could allow lenders to remove previously 
reported late payments after a borrower has made a specified number of on-time 
regular payments.  Borrowers will often become delinquent in student loan 
payments, especially early on in their repayment cycles, not understanding the 
impact those missed payments will have on their ability to secure credit in the 
future.  This amnesty program could allow borrowers to get their student loans and 
credit back on track.  FCRA rules currently prohibit a lender from providing this 
type of relief.   

 
Thank you for allowing us to provide comments in connection with this Request for 
Information. Please feel free to contact me if you have any questions concerning our 
comments or desire further information. We look forward to working with the Bureau on 
these issues in the future. 
 
Sincerely, 
 
 
 
Shirley Glass 
Student Loan Manager 
Bank of North Dakota 
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On top of this, the stress and social/psychological disconnect that happens once someone is in 
severe debt has intense consequences on their health, quality of life, and their economic well-
being. Often, causing depression, anxiety, stress related illnesses, etc.  
 
We spend a significant amount of time attempting to negotiate with creditors, for many different 
situations. Often, finding student loan lenders to be the most difficult to negotiate with (because 
they are unwilling to negotiate).  
 
We used to be able to tell clients that going to college breaks generational poverty; and 90% of 
people in generational poverty will NEVER return to poverty in their lifetime if they graduate 
from college. We can no longer guarantee economic success for students in Amerca 

Page 2 of 2

4/2/2013file://C:\Users\messinak\AppData\Local\Temp\CFPB-2013-0004-0193.html

CFPB-2013-0004 53





1 
 

 
Comments submitted by 

Center for American Progress and Campus Progress 
To the Consumer Financial Protection Bureau 

 
RE: Request for Information Regarding an Initiative to Promote Student Loan Affordability 

Docket No. CFPB-2013-004 
April 8, 2013 

 
Thank you for the opportunity to submit comments to the Consumer Financial Protection 
Bureau (CFPB) concerning student loan affordability.  
 
This comment is submitted by the Center for American Progress (CAP), a progressive, 
nonpartisan think tank dedicated to improving the lives of Americans through ideas and action, 
and Campus Progress, the Center’s youth outreach arm. As part of its activities in developing 
policies to reduce poverty and ensure a stable middle class, CAP considers public issues that 
concern the financial well-being of low- and moderate-income households, and promotes a 
financial system that works for all Americans. 
 
Since student loan debt affects millions of individuals of all ages and backgrounds, we 
commend the CFPB for turning its attention to this issue. We believe that the growing student 
loan burden could make it more difficult for families to achieve future financial security and, if 
unchecked, could negatively affect the housing market and the broader economy. In our 
comment, we will explore key characteristics of the growing student debt burden and its 
potential impact on borrowers and the broader economy. We will also offer recommendations 
to help contain the amount of student loan debt and make student loan debt more 
manageable. 
 

I. The Rise in Student Loan Debt Affects Americans of All Ages 
 
According to the 2010 Survey of Consumer Finances, 45 percent of all American families hold 
outstanding student loan debt, an increase from 33 percent in 2007.1 Education debt outpaced 
vehicle debt for the first time in the history of the Survey of Consumer Finances as well.  
 
Over time, young Americans have increasingly turned to student loans to finance education. Of 
the $1 trillion in national student loan debt, more than $600 billion has been borrowed by 
families with household head under 35 years of age. In 2004, 30 percent of heads of household 
under 30 held student loan debt; by 2010, this figure rose to 41 percent.2 For younger workers, 
this debt threatens their long-term financial security, including the ability to make asset 
purchases such as homes and vehicles. 
 
Yet the rise in student loan debt also affects older Americans. Thirty-six percent of families with 
household head age 45 to 54, and 29 percent of families with household head age 55 to 64, 
hold student loan debt.3 Even among families in which the household head is in the 65 to 74 
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age range, 13.3 percent hold outstanding student loan debt. For these families, the ability to 
retire is at risk, as student loans and housing debt combine to undermine financial security.  
 
While the number of borrowers has increased over the past decade, the size of the average 
student debt obligation has also risen significantly, increasing by close to $3,000 for those 
under 30 and $6,000 for households between the ages of 30-39.4  For heads of household under 
30, the number of borrowers who owe more than $50,000 in student debt obligations doubled 
from 5 percent to 10 percent between 2004 and 2010.5 The number of 30 through 39-year-old 
heads of household with more than $50,000 in student debt increased from 14 percent to 19 
percent.6  And most notably, total private student loan debt more than doubled from 2005 to 
2011, jumping from $55.9 billion to $140.2 billion.7  
 
As the CFPB’s 2012 report on private student loans noted, following the financial crisis of 2008, 
delinquency rates increased considerably. More than $30 billion of the $140 billion Sample 
Lender Portfolio was either deferred or in forbearance, while just $97 billion – less than 7 in 10 
student loan dollars – was in an on-time repayment status.8 Banks wrote off $3 billion in 
student loan debt during January and February of 2013, and an estimated 850,000 former 
students have defaulted on loans.9 While borrowers with federal student loans have a variety of 
repayment options, including Income Based Repayment and Pay As You Earn, those with 
private student loans do not, exacerbating borrowers’ inability to repay. 
 
Student debt delinquency poses a serious risk to the short- and long-term financial health of 
borrowers. Those who fall behind on their payments can face poor credit ratings and wage 
garnishment, and the federal government and private lenders incur further expenses as they 
attempt to recover the loans. Addressing these challenges is both vital to the economic health 
and future of individual borrowers as well as the country as a whole. 
 

II. Student Loan Debt Particularly Affects Borrowers of Color 
 

Looking broadly at the student debt picture and its impact, 66 percent of all students take out 
loans to help pay for college.10 Sixty-five percent of white students and 67 percent of Latino 
students, take out loans, which is close to the national average. Asian students take out loans at 
a somewhat lower rate of 60 percent. But among African-American students, 81 percent take 
out loans.11 And African-Americans’ federal student debt burdens—$30,000 on average—are 
far higher than other groups.12 Twenty-seven percent of African-American graduates hold more 
than $30,500 in student debt, compared to 16 percent of whites.13 
 
Not only do African-Americans and Latinos more frequently take out loans, but they are 
increasingly likely to rely on private loans rather than federal loans, which typically carry lower 
rates and better protections. From the 2003-04 to 2007-08 school years, there was a 16 percent 
increase among African American students and 12 percent increase among Latino students 
taking out private loans.14 This use of private student loans often translates into higher overall 
student debt, with the private loans typically bearing higher interest rates. A study conducted 

CFPB-2013-0004 56



3 
 

by the CFPB found that interest rates for private student loans could reach as high as 19 
percent.15 
 
For borrowers of color, taking out student loans may be a necessary strategy to close 
educational achievement gaps. For example, although the number of Latinos with bachelor’s 
degrees jumped 80 percent between 2001 and 2011, 20 percent more white Americans over 25 
still hold bachelor’s degrees than Latinos.16 As the cost of college continues to rise and more 
students are taking on debt to keep up, existing educational and economic disparities will likely 
persist, if not worsen.  
 

III. Economic Obstacles for Borrowers Cause a Ripple Effect for the Broader Economy  
 

The increase in student debt is part of a perfect storm for adults in their twenties and thirties. 
In recent years, young Americans have faced high unemployment rates and declining wages.  In 
fact, young Americans may lose more than $20 billion in earnings over the next ten years due to 
delayed entry to the workforce, according to a new analysis by the Center for American 
Progress.17  
 
Meanwhile, rents increased more than 5.4 percent in 2012, requiring many young workers to 
dip deeply into their salaries in order to afford housing.18 In fact, about half of all renters are 
“rent impoverished,” meaning they spend over 30 percent of their income on housing, and one 
in four renters spends over half of their monthly income on housing.19 Between 2009 and 2011, 
the number of “worst case needs” renters—those who earn below 50 percent of Area Median 
Income and who pay more than half their income on rent or live in severely inadequate 
conditions—increased by 43.5 percent to nearly 8.5 million households.20  
 
Not surprisingly, declining incomes, rising housing costs, and student debt are having a ripple 
effect across the broader economy. First, these factors may be delaying household formation. 
Two million more adults aged 18–34 live in a household headed by their parents than before 
the recession, an increase from 28.2 percent in 2007 to 31.0 percent in 2011.21 The situation is 
even worse for young people of color, with 38 percent delaying moving out on their own.22 
Moody’s Analytics estimates that each new household formed leads to $145,000 of economic 
activity, suggesting that this delay in household formation could be slowing broader economic 
growth.23  
 
Moreover, the delay of household formation and the financial challenges of adults in their 
twenties and thirties may alter the future of the U.S. housing market. The Bipartisan Policy 
Center estimates that Echo Boomers—those born between 1981 and 1995—will drive 75 to 80 
percent of owner-occupied home acquisition before 2020 as baby boomers sell off their 
homes.24 Yet, homeownership rates for young people are among the lowest in decades.  
 
In other words, the future of the housing market is reliant on Echo Boomers buying homes, but 
despite attractive home prices, they face tremendous obstacles in doing so.  While home prices 
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and mortgage interest rates are both at historically low levels, the tightening of credit resulting 
from the housing crisis poses a double obstacle to young people with significant debt.  
 
First, due to the implementation of new mortgage regulations under the Dodd-Frank Act, 
lenders are often requiring that homeowners have a 43 percent “back end” debt-to-income 
ratio to get a loan. In other words, combined monthly housing costs and monthly debt 
payments must not exceed 43 percent of one’s monthly income in order to qualify.  For those 
with significant student debt, this debt-to-income ratio cap may well put homeownership out of 
reach.  
 
Second, even young borrowers who successfully meet debt-to-income ratios may not be able to 
set aside enough savings for a down payment. The Center for Responsible Lending calculates 
that median-income families of all ages take nearly 20 years to save enough for a 10 percent 
down payment and closing costs for a moderately priced home.25 Younger workers may take 
even longer to save for a down payment, given other immediate financial obligations, or they 
may simply never reach this goal. 
 
Student loan debt will likely pose even more formidable challenges to homeownership and 
long-term financial security for borrowers of color. As families of color are expected to 
represent more than 70 percent of net household growth between 2010 and 2020, the 
excessive student debt burden may not only undermine these households’ financial stability but 
could also lead to a weaker housing market with lower homeownership rates. 26 By 2020, 
California real estate brokerage Movato.com predicts that half of all new homebuyers 
nationwide will be Latino—assuming Latino families are able to get mortgages.27 
 
As a result of the factors described above, young families are likely to be discouraged by their 
economic prospects. A 2011 survey commissioned by Demos and Young Invincibles found that 
approximately half of young adults anticipate that the next generation of American families will 
be worse off than their parents.28 These sentiments are echoed by statistics. While average 
household wealth approximately doubled between 1983 and 2010, average wealth among 
those in their 20s and 30s is now 7 percent less than their counterparts a generation ago.29 
 

IV. Effects on Retirement Security 
 

High student debt also threatens retirement security. According to the Center for Retirement 
Research at Boston College, 62 percent of workers aged 30-39 are projected to have insufficient 
resources in retirement. This is a far higher concentration than older age groups (55 percent of 
workers aged 40-49, and 44 percent of workers aged 50-59), and it has increased by nine 
percentage points between 2007 and 2010.30   
 
Consider two workers: one who begins contributing 5 percent of her income to a retirement 
account, such as a 401(k) or an IRA, beginning at age 30, and another who waits to contribute 5 
percent until age 40 due to continued student loan obligations. The 30-year-old earns $40,000 
per year when she starts contributing, and earns a modest 5 percent return on her savings, net 
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of inflation. At age 65, assuming modest growth in her income, she will have about $250,000 in 
her 401(k)—or an annuity of $1,321 per month for the rest of her life. Her counterpart who 
begins saving at age 40 is not as lucky: even if we assume he earns more when he starts to save 
—$50,000—he will only have about $160,000 in his 401(k) at age 65, or about $846 per month 
as an annuity.31 Losing ten years of compounding interest reduces his overall retirement 
benefits by over one-third. 
 
The combination of inadequate retirement savings and the continued existence of housing debt 
or rent payments in retirement is particularly damaging. Historically, families have sought to 
pay off their mortgage by retirement, freeing them up from shelter payments, and providing a 
source of funding if the home needs to be sold to finance a nursing home or assisted living. 
 
However, post-crisis, forty percent of families with a household head aged 65-74, and 24 
percent of families with a household head age 75 or older, held housing debt in 2010, according 
to the Federal Reserve Board’s Survey of Consumer Finances.32 In fact, families in the 65-74 age 
range with housing debt carry a median debt load of $70,000. What’s more, nearly twenty 
percent of households headed by someone age 65 or older are still renting.33 In short, more 
than half of families with a household head of retirement age are still dealing with rent or 
mortgage payments. 
 

V. Recommendations 
 

Giving borrowers fair and realistic options for repayment is essential to ensure that a college 
education is within reach for middle class families and that a college degree continues to be a 
ladder of opportunity – rather than a stumbling block – for students striving to reach the middle 
class. The following recommendations would equip households with tools to better manage 
student debt so that they have the flexibility to invest in their future financial stability.  
 
1. Develop a well-designed refinancing program for student loan borrowers. The Center for 

American Progress strongly advocates refinancing options for student loan borrowers. 
Please see the comment submitted by Campus Progress (CFPB-2013-0004-0078) for more 
about the potential impact of a refinancing program. 

 
2. Promote broader access to Income-Based Repayment (IBR). Borrowers of private student 

loans typically don’t benefit from the same level of protection as those borrowing directly 
from the government. They should have access to options like the federal Income-Based 
Repayment plan. Borrowers who took out federally-backed loans before 2008 are eligible 
for this plan, through which they make monthly payments based on 15 percent of their 
discretionary income if they face financial hardship. For example, a borrower with a starting 
balance of $25,000 at 6.8 percent interest, for example, who earns $22,000 in his or her first 
year of repayment, would make monthly payments of $38. This plan provides borrowers 
with manageable payments when their incomes are low and loan forgiveness after 25 years 
of payments. 
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Even with attractive repayment plans, too few borrowers are aware of the options available 
to them to help manage their student loan debt, including reducing their monthly payment 
through IBR. Additionally, too many borrowers have had difficulties navigating and 
completing the IBR application process once they have started it. As outlined in the Center 
for American Progress report “Making Our Middle Class Stronger,” the income-based 
repayment system should become an “opt-out” rather than “opt-in” program, and this 
change should be combined with meaningful counseling that would help students 
understand whether IBR is right for them.34 Placing all new graduates on an income-based 
plan ensures a seamless transition to affordability. 
 
More recently, the federal government introduced Pay As You Earn, a program that helps 
those who took out student loans during the recession. This new initiative improves on IBR 
by allowing borrowers to repay their loans at a rate of ten percent of their monthly income 
rather than 15 percent. Additionally, it gives borrowers who continue to make payments to 
have their loans forgiven after 20 years, or ten if they go into public service careers.  The 
CFPB should continue collaborating with the Department of Education to ensure that 
eligible borrowers are aware of these critical opportunities. 

 
3. Consider including private student loans under bankruptcy protection. We strongly 

support the CFPB’s request for Congress to “examine the appropriateness of the bankruptcy 
discharge standard” with respect to private student loans.35 The difference between private 
and federal student loans is stark. Private student loans often have reduced consumer 
protections, less flexible repayment plans, and fewer deferral and forbearance options than 
federal loans.   
 
The inability of bankruptcy judges to restructure mortgages on primary residences during 
the foreclosure crisis was a missed opportunity, with disastrous consequences. In the six 
years since, numerous government and private efforts have been made – and sweeping 
legal settlements have been reached – that essentially mimic the operations of bankruptcy 
court through “loan modifications” and “principal reduction.” Yet these efforts have largely 
fallen short. Loan servicers are neither motivated nor equipped to do the kind of case-by-
case restructuring that takes place every day in our nation’s bankruptcy courts..   
 
Giving bankruptcy courts the power to restructure these mortgages would have potentially 
resulted in a shorter and less severe financial crisis for two reasons. Bankruptcy courts 
would have been able to address mortgage debt, and the very possibility of bankruptcy 
would have changed servicers’ behavior from the outset. While the student loan issue is 
much smaller in scope, student debt touches almost as many American families, and in 
many cases, since borrowers in trouble often are quite young and vulnerable, the resulting 
harm can be more difficult to overcome.  
 
The bankruptcy code must be carefully examined to ensure that distressed borrowers have 
access to reasonable relief options and to prevent a repeat of the types of servicing 
challenges that emerged during the foreclosure crisis should the student debt crisis worsen. 
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4. Require school certification for private student loans. One contributor to the student debt 

crisis is the fact that many students borrow far more money than necessary from private 
sources to pay for college. Often, borrowers do so before exhausting their options for 
federal loans that carry lower interest rates. It seems that many students don’t have a 
complete understanding of the various loan options available to them. We support efforts 
to require that a lender obtain a certification of enrollment and financial need from the 
borrower’s school before issuing a private student loan. We also urge the CFPB to work 
together with the Department of Education to encourage institutions of higher education to 
provide counseling to students as they assess their student loan options. 

 
5. Encourage broader adoption of the college scorecard by post-secondary institutions, in 

concert with the Department of Education. Providing students with the appropriate 
information and tools to help decide which school to attend is vital to their future success. A 
standardized college scorecard would provide consistency across a student’s prospective 
institutions. The CFPB should work with the Department of Education to encourage schools 
to include a scorecard, like the one recently unveiled by the Department of Education, in all 
acceptance packets; the schools should also post the scorecard on school websites and on 
enrollment forms. Given the CFPB’s student outreach mission and its role in promoting 
improved disclosures across the spectrum of financial products, this partnership can help 
ensure prospective students have the information they need to make the best decisions 
about their educational and financial futures. 

 
Conclusion 
Thank you again for the opportunity to comment on this notice. If you have any questions or 
would like to discuss anything in this letter in more detail, please contact Tobin Van Ostern, 
Deputy Director of Campus Progress, at tvanostern@americanprogress.org or 202-481-8144, or 
Sarah Edelman, Policy Analyst, Housing Finance and Policy, at sedelman@americanprogress.org 
or 202-481-8158. 
 
Sincerely, 
 
The Center for American Progress and Campus Progress 
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Comment submitted by 

The Center for Responsible Lending
1
 

 

To the Consumer Financial Protection Bureau 

 

Re: Request for information regarding an initiative to promote student loan affordability 

 

Docket No. CFPB-2013-0004 

 

April 8, 2013  

 
Thank you for the opportunity to share information about increasing the affordability of 

existing private student loan debt.  Policymakers should explore ways to help distressed private 
student borrowers obtain loan modification and refinancing, especially given the inability to 
discharge student loans in bankruptcy.  The Center for Responsible Lending has closely 
monitored efforts to assist distressed homeowners through programs such as HARP and HAMP.  
These programs may provide lessons applicable to student loans.   
 

Student loan modification should not take the place of enforcement actions against 

predatory private student loans  
 
First, no student loan modification or refinancing program should take the place of 

enforcement actions against predatory private student lenders.  Some lenders have engaged in a 
variety of unfair, deceptive and abusive practices, trading on students’ hopes to better themselves 
through education.  These abuses include: 
 

 Misleading students into borrowing private student loans before exhausting their 
federal loans.2   

 Knowingly making loans with an extremely high default rate.3   
 Arbitrarily changing amortization schedules to the detriment of borrowers and 

applying payments in a manner intended to maximize revenues for themselves, 
rather than reduce balances for borrowers.4   

 Engaging in “rent-a-bank” schemes to evade state consumer protection laws.5   
 Using arbitration clauses in an attempt to immunize these abuses from redress.6   

                                                
1 The Center for Responsible Lending (CRL) is a nonprofit, nonpartisan research and policy 

organization dedicated to protecting homeownership and family wealth by working to eliminate abusive 
financial practices. CRL is an affiliate of Self-Help, one of the nation’s largest nonprofit community 
development financial institutions. Self-Help has provided $6 billion in financing to 70,000 homebuyers, 
small businesses and nonprofits and serves more than 80,000 mostly low income families through 30 
retail credit union branches in North Carolina, California and Chicago. 

2 National Consumer Law Center, Paying the Price: The High Cost of Private Student Loans and 
the Dangers for Borrowers 17-18 (Mar. 2008).   

3 Public Citizen, Between a Rock and a Hard Place:  Courthouse Doors Shut for Aggrieved 
Private Student Loan Borrowers 8-9 (Jul. 2012).   

4 Kuehn v. Citibank, N.A., 2012 WL 6057941 (S.D.N.Y. December 6, 2012). 
5 Ubaldi v. SLM Corp., 852 F. Supp. 2d 1190, N.D. Cal. (2012). 
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For-profit colleges have engaged in especially abusive practices.  In attempts to evade  

the “90-10” rule, they directly made private loans with high default rates to especially vulnerable 
students.7  These colleges have also pushed distressed borrowers into forbearance in order to 
manipulate their books for investors and regulators.8   

 
Any loan modification or refinancing solution should preserve consumers’ private rights 

of action for such abuses; and the Bureau and other regulators should pursue abusive lenders and 
servicers and stop these unfair practices. 

 
Strong oversight and enforcement action against private student lenders is especially 

important now, since the volume of private student loans could increase in the near future.  
Private student lending sharply decreased after the credit crisis, but economic conditions may be 
priming it for a rebound.  College costs continue to rise, while some sources of federal aid, such 
as subsidized graduate school loans and Parent PLUS loans, have been restricted.  Private student 
loans could fill the breach.  In addition, the secondary market for private student loans may be 
strengthening:  Sallie Mae’s recent issuance of private student loan-backed securities suggests 
that investors, seeking opportunities in a low interest rate environment, are still willing to buy 
student loan-backed securities.9  This demand could drive increased originations of student loans 
and degrade underwriting standards, similar to mortgages and student loans the early- and mid-
2000s.  The Bureau should stay vigilant as the private student loan market grows.   

 
Modification and refinancing lessons 
 
In designing a private student loan modification program, policymakers should keep in 

mind the lessons learned in the mortgage arena.  CRL has closely followed HAMP, the federal 
government program that modifies loans for borrowers in distress and at immediate risk of 
foreclosure; and HARP, which refinances underwater mortgages into lower rates and safer loans.  
Although both HAMP and HARP have their shortcomings, and mortgages differ from student 
loans in important ways, the programs illustrate some important lessons learned in modifying 
consumer debt.   

 
First, financial incentives alone may not be sufficient.  HAMP is a voluntary program 

that provides financial incentives for servicers to modify loans through interest rate reductions, 
extensions of payment terms, and, in some cases, principal reduction.  Although HAMP has 

                                                                                                                                                       
6 Between a Rock and a Hard Place, supra n. 3.   
7 National Consumer Law Center, Piling it On: The Growth of Proprietary School Loans and the 

Consequences for Students 24-28 (Jan. 2011).  
8  Senate Committee on Health, Education, Labor and Pensions, For Profit Higher Education:  

The Failure to Safeguard the Federal Investment 151-59 (July 30, 2012), available at 
http://www.help.senate.gov/imo/media/for profit report/PartI.pdf.   Sallie Mae has also been accused of 
the same practice in other contexts.  See In re SLM Corp. Securities Litigation, 2012 WL 209095 
(S.D.N.Y. January 24, 2012).   

9  Ruth Simon, Student-Loan Securities Stay Hot, Wall Street Journal (Mar. 3, 2013).   
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provided meaningful relief to over a million homeowners10 and should be extended, financial 
incentives alone were not effective -- they could not reform the servicer practices and misaligned 
interests that were preventing modifications.  The CFPB should study the student loan market to 
determine whether underlying incentives and dysfunctions are preventing rational modification 
and refinancing.  If so, the problem will not be responsive to governmental financial incentives 
alone. 

 
Second, study the servicers.  Mortgage servicers received greater fees for foreclosures 

than for modifications in many cases.  The resulting misaligned incentives created a roadblock to 
rational loan modifications that would have benefitted both the borrower and investors.  As our 
research demonstrates, in many cases home loan modifications would have returned more value 
to the investor than a foreclosure.11  But even with the incentives provided by HAMP, many 
borrowers did not receive modifications.  This dysfunctional system resulted in harm to 
borrowers and to investors.12  

 
The consumer complaints detailed in the Bureau’s October 2012 report indicate that 

dysfunctions similar to mortgage servicing may exist in student loan servicing.  Specifically, 
consumers complained that even though they made good-faith efforts to pay what they could, 
servicers still put their accounts into default.13  Similar to the mortgage context, both borrowers 
and lenders/investors might have been better served if the borrowers received loan modifications 
and continued to pay what they could, rather than going into default and ceasing payment 
altogether. 

  
Corporate relationships may also create misaligned incentives that impede modifications.  

For example, Sallie Mae, one of the largest loan servicers, also owns the debt collector Pioneer 
Credit Recovery.14  This kind of relationship poses the risk that in cases where one company 
provides both servicing and collections for the same loan, it may not prioritize modification 
efforts as much as would be good for borrowers and economically rational for investors.  The 
Bureau should investigate whether such conflicts of interest create obstacles to borrower relief.   

 
Servicer infrastructure, capacity, and culture matter as well.  In the mortgage context, 

servicers were ill-prepared to process the flood of distressed borrowers and mitigate losses.  
They lacked the capacity to provide the kind of high-touch, responsive customer service 
necessary to work successfully with distressed borrowers and modify their loans.15  They did not 
                                                

10 Treasury Department, Making Home Affordable Program Performance Report (Jan. 2013), 
available at http://www.treasury.gov/initiatives/financial-
stability/reports/Documents/January%202013%20MHA%20Report%20Final.pdf.   

11 Center for Responsible Lending, Fix or Evict? (Mar. 2011), available at 
http://www.responsiblelending.org/mortgage-lending/research-analysis/fix-or-evict.html.   

12 Adam Levitin and Tara Twomey, Mortgage Servicing, 28 Y. Journal on R. 1, (2011).   
13 Consumer Financial Protection Bureau, Annual Report of the CFPB Student Loan Ombudsman 

7 (October 12, 2012), available at  http://files.consumerfinance.gov/f/201210 cfpb Student-Loan-
Ombudsman-Annual-Report.pdf.   

14 Sallie Mae Corporation, Pioneer Celebrates 10 Years as Part of Sallie Mae (Aug. 23, 2012), 
https://www.salliemae.com/about/news info/newsreleases/Pioneer%20Celebrates%2010%20Years%20as
%20Part%20of%20Sallie%20Mae.aspx.   

15 Mortgage Servicing, supra n.12.   
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prioritize maintaining documents or communicating well with consumers. These shoddy 
practices impeded an orderly response to distressed borrowers, and in some cases, slid into unfair 
or deceptive practices such as robosigning.  The Bureau’s October 2012 report indicates that the 
student loan servicing industry is likewise failing to provide appropriate customer service to 
borrowers and that the industry may lack the proper infrastructure and organization to 
successfully process modifications. 

 
 Third, impose rules on servicers to correct misaligned incentives and infrastructure 

dysfunctions.    Any effort to modify student loans must be paired with meaningful, legally 
enforceable standards for servicers that can overcome economic disincentives to modifications.  
Otherwise, modifications may not be performed at the rates they should.   The standards should 
also address poor servicer practices that frustrate consumers’ attempts to manage their 
obligations, receive information, and be treated fairly.  
 

A rule akin to the Bureau’s Mortgage Servicing Rule should be considered for student 
loans.16  The Mortgage Servicing Rule compels servicers to consider borrowers who timely 
apply for loss mitigation before foreclosing.  The Rule does not actually require that investors 
offer modifications, but in practice, most if not all mortgage investors do permit modifications to 
eligible borrowers.  Accordingly, the Rule ensures that servicers consider eligible borrowers for 
modification.  For student loans, a similar servicer rule would require that servicers apply an 
objective framework to consider borrowers for modifications who timely apply, rather than 
sending them to collections.   

 
The Mortgage Servicing Rule also imposes measures to correct the infrastructure 

problems that too often resulted in poor servicing practices.  It requires that mortgage servicers 
put procedures into place to correct errors, maintain documents, and ensure that consumers 
receive information about their accounts promptly.  Likewise, student loan servicers should be 
required to maintain adequate infrastructure to properly manage accounts and respond promptly 
and accurately to troubled borrowers.  A good student loan servicer rule would help ensure that 
servicers engage responsively with distressed borrowers and provide them with the help and 
information they need.   

 
Fourth, modifications must actually provide relief.  Any modification must be 

calibrated to avoid re-default and ensure affordability for consumers in the long term.  Our 
research on home loans indicates that modifications must significantly reduce monthly payments 
in order to prevent re-default.17  Likewise, HAMP performance data demonstrates that 
modifications must reduce monthly payments.  HAMP modifications provide significantly 
greater monthly payment and more principal reductions than non-HAMP modifications; as a 
result, HAMP modifications have almost half the re-default rate of non-HAMP modifications.18  
                                                

16 78 Fed. Reg. 10695 (Feb. 14, 2013).   
17 Fix or Evict, supra n. 11 at 6.   
18  Laurie S. Goodman, Lidan Yang, Roger Ashworth, Brian Landy, Modification Effectiveness: 

The Private Label Experience and Their Public Policy Implications, Amherst Securities Group LP, at 12 
(May 30, 2012), available at 
http://www.pewstates.org/uploadedFiles/PCS Assets/2012/Goodman et al %20Modification Effectiven
ess.pdf; Peter McNally et al., Principal Reduction Helps to Reduce Rates in the Long Run, Moody’s 
ResiLandscape (Moody’s Investors Service), Jan. 20, 2012.  See also OCC Mortgage Metrics Report, 
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A successful student loan modification program would also reduce monthly payment amounts 
and principal where appropriate to make the modified loan truly affordable to the borrower.  
 

Fifth, create flexible solutions and provide access to data.  HARP, the federal government’s 
program to spur underwater refinancing, has steadily increased in effectiveness over time: over 1 million 
HARP refinancings were performed in 2012 alone.19  This effectiveness can in part be attributed to 
regulators’ willingness to correct program flaws as they become visible.  Regulators have adjusted 
HARP by increasing eligibility for the program, streamlining the application process, and 
removing some of the barriers to competition that favored refinancing by the original lender over 
new lenders.   HAMP has similarly evolved towards greater effectiveness by expanding 
eligibility, increasing incentives for principal reductions, and giving participants second chances 
at modifications.   These tweaks have improved both HAMP and HARP’s reach.  Likewise, a 
student loan modification program should be flexible and open to change as experience with the 
program exposes its flaws and opportunities for expansion.   

 
One key requirement to flexible solutions is providing access to data.  The Bureau and 

other regulators should publish any available data about private student loan modifications in 
order to allow the public and other regulators to assess the effectiveness of the program and 
suggest needed changes. 

 
Sixth, consider both market-based and direct solutions.  HAMP and HARP both 

depend in varying degrees on incentivizing market behavior, rather than providing direct 
government assistance.  Market-based proposals could also spur refinancing or modifying 
student loans.  Ideas include awarding lenders financial incentives for modifying loans;  using 
tax credits to spur refinancing and the creation of a secondary market; encouraging states and 
municipalities to issue tax-exempt bonds to fund student loan refinancing;  and giving banks 
Community Reinvestment Act credit for refinancing or modifying private student loans. 

   
At the same time, policymakers should consider direct relief for student borrowers.  

Direct relief by federal and state governments may be a more efficient route to affordable private 
student loans.  For example, for the existing balance of private student loans, the simple and 
effective solution may be to offer refinancing or consolidating into federal student loans.   This 
could lower interest rates and provide students with income-based repayment plans and the other 
protections of federal loans.   

 
 To conclude, we support the goal of reducing the burden of private student loans through 
refinancing and modification.  Rather than assuming that governmental financial incentives alone will fix 

                                                                                                                                                       
Disclosure of National Bank and Federal Savings Association Mortgage Loan Data, Third Quarter 2012 
available at http://www.occ.gov/publications/publications-by-type/other-publications-reports/mortgage-
metrics-2012/mortgage-metrics-q3-2012.pdf (calculations on non-HAMP modifications take total 
modifications and subtract out HAMP modifications by category); Ioan Voicu et al., Furman Ctr. for Real 
Estate & Urban Policy, Performance of HAMP Versus Non-HAMP Loan Modifications – Evidence from 
New York City (2011), available at 
http://furmancenter.org/files/publications/paper mods performance 102311 1.pdf (finding that HAMP 
mods have lower re-default rates even after controlling for payment reduction, interest rate reduction and 
term extension). 

19 Federal Housing Finance Agency, Refinance Report (Dec. 2012).   
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the problem, the program  must take into account the relevant economic forces and industry 
characteristics in order to provide meaningful relief.   
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Monica Jackson 

Office of the Executive Secretary 

Consumer Financial Protection Bureau 

1700 G Street, NW 

Washington, DC 20552 

 

April 8, 2013 

 

To Whom It May Concern: 

 

Clarifi submits these comments in response to the Request for Information Regarding an Initiative to 

Promote Student Loan Affordability (Docket No. CFPB-2013-0004).  Over five decades, Clarifi has helped 

nearly a half million families in the Greater Philadelphia region maintain their housing, improve their 

credit, reduce their debt and secure the most important assets in their lives.  In the last several years, 

we observed a spike in clients who are struggling with student loan debt; upwards of 20% of our clients 

report carrying student loan debt.   As such, our comments focus primarily on the scope of Borrower 

Hardship and Spillovers (questions 1, 2 and 14). 

 

Clarifi serves clients with a variety of challenges when it comes to their student loan burden and who 

employ a range of techniques to manage the payments.  However, there are two trends that we observe 

frequently and believe are worthy of note.   

 

The first is when clients have student loan burden that is out of proportion to the salary they are 

receiving.  In many cases, these individuals completed their degrees and are employed in their chosen 

profession but do not earn an adequate salary to pay their loans and other living expense.  They are not 

usually carrying significant credit card debt or facing other acute financial crisis, rather they are facing 

distress simply because their student loan payment is making it difficult for them to pay other bills.  

Often these clients rely upon friends and family to help them stay current.  We saw one recent graduate 

with $100,000 in education debt who was living with his girlfriend; she paid all the rent and living 

expenses so that he could focus on making his student loan payment every month.  Others we see are 

living with their parents or receiving financial contributions from family members to help them bridge 

the gap between bills and income.  The familial support they receive is not usually a loan, but our clients 

are aware that it is not a long term solution.  Clients in this situation are also very concerned about the 

long-term impact of their student loans on their ability to buy a house and accumulate other assets.  In 

short, these individuals are well educated and would otherwise find themselves in a stable financial 

situation with a bright future if not for overwhelming student loan payments that cannot be managed 

on their salary. 
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The second trend we observe is among clients who are not fully informed and do not proactively 

address their student loan issues.  Some of these clients completed their degrees, but many have not.  

Most clients in this situation are under or unemployed and would be in a financial crisis even without 

student loan debt.  Their student loan payments are, understandably, a much lower priority than other 

bills like rent and groceries.  However, these clients often are not aware of the repercussions of unpaid 

student loan debt.   One client we saw recently was working part time at a convenience store, unable to 

find full time work.  She was recently informed that her wages would be garnished for her student 

loans.  She was terrified that she would not be able to pay her rent and other essential bills due to this 

garnishment.  These clients were not educated properly as to the impact of their student loan 

obligations.  They do not seek out repayment options or otherwise address their inability to pay until it 

reaches a crisis. 

 

We are currently piloting two initiatives to address the student loan crisis we observe for our families.  

One is a program targeted to families of high school juniors and seniors to help them plan for impending 

college costs and reduce borrowing.  The other is a pilot program developed by the Center for 

Excellence in Financial Counseling at the University of Missourt – St. Louis which seeks to support 

students who have already incurred debt and are struggling to make payments.  We believe that with 

this renewed focus we can help students make different decisions about borrowing and payment.  We 

look forward to sharing data about outcomes for the clients in each of these programs. 

 

Sincerely, 
 
Patricia A. Hasson 
President 
Clarifi 
1608 Walnut Street, 10th Floor 
Philadelphia, PA 19103 
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April 8, 2013 

 
Re:  Docket No. CFPB-2013-0004 
 
To:  Monica Jackson 

Office of the Executive Secretary  
Consumer Financial Protection Bureau 
1700 G Street, NW 
Washington, DC 20552 

 
Re:   Request for Information to determine options that would increase the availability of 
affordable payment plans for borrowers with existing private student loans 
 
Dear Ms. Jackson: 
 
The Coalition of Higher Education Assistance Organizations (COHEAO) would like to submit a 
comment in response to the Request for Information to determine options that would increase the 
availability of affordable payment plans for borrowers with existing private student loans.  
COHEAO is a diverse association whose members include institutions of higher education and 
their service providers from around the country with a shared interest in fostering access to 
postsecondary education for students from low-income backgrounds.   
 
COHEAO represents the people who manage campus-based student loan programs starting with 
the federal Perkins Loan Program, but now including the wide variety of institutional and State 
government loan programs that colleges offer their students as well as other receivables.   
COHEAO members find themselves affected by the laws and regulations that apply to all student 
loans – federal, State and private – including loans not governed by the Higher Education Act of 
1965. Our members often are the ones on campuses who work with students and former students 
having trouble with loan repayment. 
 
In recent years, as part of its expanded mission, COHEAO has concentrated its energies and 
expertise more and more on taking measures to prevent borrower distress.  Our members 
frequently have the job of collecting debt owed by current and former students.  Our experience 
has shown that many college students begin their higher education experience with little or no 
knowledge of basic financial facts.  Many times, students leave college only minimally more 
versed in the financial education or financial literacy that they will need to succeed as adults in 
the working world, and especially as adults who face student loan and other financial obligations.  
The first focus of our activity in this regard has been to encourage improved financial education 
at campuses by fostering dissemination of best practices through training programs and other 
means.   

Coalition of Higher Education Assistance Organizations 
1101 Vermont Avenue N.W., Suite 400 

Washington, D.C. 20005-3586 
(202) 289-3910 Fax (202) 371-0197 
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In other words, although the Bureau’s initiative to seek ways to improve the repayment 
experience of borrowers is a worthy one, and we fully support this concept, we believe any 
discussion of improving outcomes for student loan borrowers should also include a discussion of 
making good decisions about higher education BEFORE incurring student loan debt that is 
difficult to manage.  
 
COHEAO commissioned a White Paper on Financial Literacy in 2012 which has been shared 
with the Bureau and other policy makers and which is posted on the COHEAO website at: 
http://www.coheao.com/wp-content/uploads/2011/04/COHEAO-Whitepaper-Financial-Literacy-
on-Campus-.pdf .  This provides an informative overview of financial literacy activities in higher 
education, including some specific examples of programs already underway.   
 
One example is that of Duke University in North Carolina.  The problem Duke faced is one that 
many campuses face, whatever their loan default rate, and is characterized as follows: 
 
Because Duke’s student loan default rate was already very low, lowering the default rate was not 
the primary driving force behind this project. Instead, we realized that students were graduating 
unprepared to manage their personal finances.  This became even more concerning as larger 
numbers of students were graduating with higher levels of debt.  If we were successful, the 
program’s constituency would be using our website, attending student-led workshops, utilizing 
peer counseling, and graduating with less accumulated debt – in short, a cultural change in 
which students would acquire financial literacy as a life skill….    
 
Duke worked across many campus offices to put together a comprehensive financial literacy 
program which launched April 1, 2012.   It drew 2,200 unique visitors in its first month and 
continues to be marketed vigorously on campus, with ongoing workshops and outreach to 
students.  Campus administrators are pleased with the initiative.    
   
Though we continue to seek to improve our program and broaden the reach of Personal Finance 
@ Duke, we considered our first major effort a success. Given the wide array of talent and 
enthusiasm that exists on every university campus, the creation of a successful financial literacy 
program can be achieved by harnessing and channeling those skills and energy into a financial 
literacy program that fits the institution and its students.   Collaboration was the key to our first-
year success. 
 
Along similar lines, the University of Illinois, Chicago, has developed its own program, 
described in part like this: 
 
…Charged with decreasing the number of students who withdraw from the University due to 
financial reasons, the first endeavor that SMMC took on was developing the iBudget Financial 
Literacy requirement for students who became past due with the University.  
 
The iBudget Financial Literacy Requirement consists of a 30-minute video, a survey and a 
balanced budget completed with the Budget Builder, a tool created by the University of Illinois 
Office of Public Engagement and repurposed for free to meet the needs of students fulfilling the 
requirement.  The student must complete a Past Due Payment Plan Agreement with USFSCO’s 
Customer Service and make a down payment before we can review their materials, but once a 
balanced budget is submitted along with the quiz results after watching the video, we can 
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approve the financial literacy requirement, and Customer Service can release the registration 
hold that was placed on the delinquent student’s account. 
 
This approach to financial literacy is somewhat retroactive, since it occurs after the student has 
gotten into financial trouble.  However, we are seeing results—the financial literacy requirement 
led to a reduction in failed Past Due Payment Plans of 14% when compared to the previous 
cohort of Past Due Payment Plan enrollees.  Students who would not have been eligible to 
register for another semester were able to continue in school due to their participation.   
 
Other efforts that SMMC spearheaded in our first couple years of existence have been much 
more proactive.  For instance, students receiving student account refunds at the beginning of the 
semester appear to have difficulty making that money last until the next financial aid 
disbursement date and sometimes end up owing money back to the University.   
 
We are hopeful that reaching out to students receiving a $200 refund or more at the beginning of 
the semester will decrease the number of students requesting emergency loans before the next 
disbursement.  We currently send an email to all students with a refund greater than $200 
directing them to watch a video covering what the “refund” is, how to budget for it and reasons 
they could owe money back to the University.  In the future, we hope to make this outreach more 
interactive through feedback we receive from a survey that accompanies the video.  
 
The White Paper includes a number of other examples and useful references.  But COHEAO also 
strongly believes that an important, and obvious, key to avoiding financial distress after leaving 
college is to better educate prospective students and their families before they start.  There are 
many initiatives underway by governments, school districts and the private sector to spread the 
mantra of financial education, but more needs to be done at the high school level.  COHEAO 
encourages these initiatives and especially encourages collaborative efforts involving colleges 
and universities and their local communities to install financial literacy in high school curricula.   
 
COHEAO appreciates the Bureau’s interest in coming up with solutions that will lead to better 
outcomes for student loan borrowers and help find a way out of debt problems.  As an 
organization made up of professionals who are on the front lines in working with students’ 
finances, including current and former students having financial trouble, we continue to offer to 
assist the Bureau in finding positive solutions.   
 
Sincerely, 
 
Harrison M. Wadsworth III 
Executive Director 
hwadsworth@wpllc.net 
202-289-3910 
 
 
On Behalf of the COHEAO Board of Directors 
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April 4, 2013 
 
Monica Jackson 
Office of the Executive Secretary  
Consumer Financial Protection Bureau 
1700 G Street, NW 
Washington, DC 20552 
 
Re:  Response of the Consumer Bankers Association to Request for Information Regarding an 
Initiative to Promote Student Loan Affordability   
Docket No. CFPB-2013-0004 
 
Dear Ms. Jackson: 
 
The Consumer Bankers Association (CBA)i appreciates the opportunity to submit comments in 
response to the Consumer Financial Protection Bureau’s (CFPB’s or Bureau’s) request for 
information (RFI) from the public to determine options that would increase the availability of 
affordable payment plans for borrowers with existing private student loans.  We understand the 
Bureau will use this information to provide more detailed information on ways to encourage the 
development of more affordable loan repayment mechanisms for private student loan borrowers. 
 
Our comments reflect the view of CBA’s Education Funding Committee.   The Committee 
includes the largest bank lenders of private student loans. 
 
Our responses to the 16 questions posed in the RFI are included in italics below:    
 

Scope of Borrower Hardship 
1. What are the primary drivers of private student loan borrower distress? 

CBA Responses:   
 

Lack of employment or underemployment 
Income to debt ratio 
High cost of higher education 
Cost of college versus earning potential 
College major choices not aligned with employment opportunities/future earnings 
Failure to graduate/failure complete program of study 
 

a. What characteristics might predict distress at loan origination? 
 

CFPB-2013-0004 76



Consumer Bankers Association    1225 Eye Street, NW, Suite 550  Washington, DC 20005  202-552-6382 

 

CBA notes that banks seek to operate in a safe and sound manner. We are thus somewhat 
confused by the question.    Banks would not originate a private student loan if the 
borrower’s characteristics predicted distress.   Banks consider characteristics that might 
predict distress during the loan application evaluation process.     
 
In reviewing characteristics when evaluating a loan application, banks would look at 
several relevant factors, including, among others,  the borrower’s and co-signer’s debt-
to-income ratio,  payment –to-income ratio, existing debt levels, FICO scores, 
employment and residential stability, school certified eligibility, and negative credit 
factors (delinquency and charge-off patterns).    
 

b. What characteristics might predict distress for borrowers who complete a program of 
study? 
 
CBA Response:    CBA members have not compiled data correlating borrowers’ program 
of study with the incidence of borrower distress.  CBA notes, however, that data relevant 
to this question have been published by groups unrelated to CBA.  For example, the 
February 2012 report “Degreeless in Debt:  What Happens to Borrowers Who Drop 
Out,” published by Education Sector, found that “Borrowers who graduated with 
certificates had higher default rates than the average borrower who dropped out.”    The 
report also notes that:  “Those who dropped out had higher unemployment rates and 
made less money than those who graduated. Borrowers who dropped out were more than 
four times more likely to default on their loans.”   See:    
http://www.educationsector.org/publications/degreeless-debt-what-happens-borrowers-
who-drop-out. 
   
 Similarly, the March 2011 study, “Delinquency:  The Untold Story of Student Loan 
Borrowing,” published by  the Institute for Higher Education Policy (IHEP) found, among 
other things, that borrower repayment behavior varies  depending on the type of 
institution attended. Also see the recent article in the March 2013 Atlantic, which 
correlates degree level obtained with unemployment and income metrics.   See:   
http://www.ihep.org/assets/files/publications/a-f/delinquency-
the untold story final march 2011.pdf. 
 
CBA also notes that if a graduated borrower (one who has completed their program) 
cannot find employment, or is underemployed, the ability to repay their student loan is 
impacted. 
 
Finally, CBA notes that data exists suggesting that the borrower’s major or course of 
study may be relevant as one of multiple datapoints in predicting distress. 
 

c. What characteristics might predict distress during repayment? 
 
CBA Response:    Clearly, the borrower’s employment status (including whether the 
borrower is underemployed) is a highly relevant factor affecting ability to pay.   Updated 
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FICO scores, credit-line utilization rates, previous payment/repayment performance, and 
additional education indebtedness (federal or private) are also relevant.  
 
Numerous studies indicate that there is a correlation to degree or program completion 
and employment success (both getting a job and a compensation level sufficient to meet 
financial obligations).  A July 2012 report of the National Consumer Law Center, “The 
Student Loan Default Trap:  Why Borrowers Default and What Can be Done,” which 
appears to be based on a sample of student loan defaulters, states that 80% of the sample 
were unemployed.      See:   http://www.studentloanborrowerassistance.org/blogs/wp-
content/www.studentloanborrowerassistance.org/uploads/File/student-loan-default-trap-
report.pdf. 
 
The abovementioned IHEP report also suggests that where the borrower attends school 
may relate to the likelihood of distress in repayment.  The report notes: 
 

A third or less of borrowers at four-year, public or private 
Non-profit institutions became delinquent or defaulted on their loans, while 
nearly half or more (45 percent and 53 percent respectively) of their borrowers 
were making timely payments on their loans….  In contrast, only one-quarter to 
one-third of borrowers at for-profit and public two-year institutions were making 
timely payments on their loans, and more than half of all borrowers in these 
sectors were delinquent or had already defaulted.  
 

Similarly, The Senate Committee on Health, Education, Labor and Pensions reported in its July 
2012 report on For-Profit Education that, “Default rates are driven by students who drop out…. 
Student’s ability to repay their loans is tightly tied to whether they stayed in school and achieved 
a degree”    See:   http://www.gpo.gov/fdsys/pkg/CPRT-112SPRT74931/pdf/CPRT-
112SPRT74931.pdf.  

   
d. What are typical debt-to-income ratios of borrowers in distress? 
 
CBA Response: CBA members do not have this data.  Debt-to-income data is collected at the 
time of origination, not at the time of repayment distress. 

 
2. How do borrowers in distress typically stay current with their private student loans?  

 
CBA Response: CBA members do not have data responsive to this question.  If borrowers are 
current on their payments, the lender typically has no way of knowing if they are actually in 
distress.  Thus, our response to this question is based on anecdotal information and should be 
read by the Bureau with this in mind. 
 
Based on anecdotal information, among the means banks understand borrowers in distress 
use to stay current include assistance from parents, guardians or other relatives; borrowing 
funds from a third party; and securing a second job.   CBA notes that since many of the loans 
have co-signers, a co-signer could possibly be helping make payments.  
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   3.   To what extent do borrowers reduce consumption or adjust living arrangements to meet 
obligations? 

 
CBA Response:    There is no industry data to support an answer to this question.   However, 
in analyzing the impact of student debt on consumption, it may be argued that student lending 
brings consumption forward.   College and universities add an estimated $250 billion to the 
economy each year.  If students could or did not borrow and instead waited to attend college 
until they had sufficient savings to meet expenses, the U.S. economy would suffer.    
 
As with any accelerated activity, financed consumption borrows from something in the future.    
Thus, other than the immediate years after college, the use of leverage to create a more 
knowledgeable, productive populace should allow later years of higher consumption growth 
due to the absolute correlation, in the aggregate, of higher lifetime earnings and the 
completion of a college degree.  
 
a. Do borrowers seek to reduce payments on federal student loans in order to make payments 

on private student loans? 
 

CBA Response:    There is no industry data to support an answer to this question.   CBA also 
does not have data on whether borrowers seek to reduce payments on private student loans to 
make payments on federal student loans. 
 
b. To what extent do borrowers in distress accrue other debt (credit cards, family loans) to 

meet private student loan obligations? 
 

CBA Response:  CBA is not aware of data that would be needed to support an answer to this 
question.CBA notes that a large percentage of private loan borrowers have co-signers who 
add a layer of support for repayment of the obligation.  
 
c. To what extent do borrowers in distress forego “other nonessential expenses” to meet 

private student loan obligations? 
 

CBA Response:   CBA is not aware of industry data to support an answer to this question.   
 

Current Options for Borrowers with Hardship  

 
3. What options currently exist for borrowers to permanently or temporarily lower monthly 

payments on private student loan obligations? To what extent have these affordable 
repayment options cured delinquencies? 

 

CBA Response:    As the CFPB has acknowledged, policies of prudential regulators have limited 
the ability of supervised institutions in providing some repayment options to distressed 
borrowers.   For example, forbearances must be very short-term. They also may not be tacked 
together, but must be separated by periods of timely payments.   Lenders believe that if they had 
more flexibility in working with some student loan borrowers before being required to charge-off 
loans, defaults could be prevented along with some of the negative consequences that result, 
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including notations on borrower credit reports that cause problems with future loans, job 
applications and even renting housing.   
 
 Many private lenders have implemented a second grace period immediately after the initial six-
month post-graduation grace. The second grace period is made available based on established 
contact with the borrower and evidence of future willingness and ability to begin full payments.   
Some non-banks not supervised by the prudential banking regulators may offer more options.   
Consolidation is offered by certain institutions to reduce total monthly payments.  CBA notes 
that lenders are able to offer loan modifications under existing TDR (Troubled Debt 
Restructuring) rules, but existing loan systems have operational and accounting reporting 
challenges.   
 
 
4. How do lenders typically evaluate whether or not a borrower qualifies for these affordable 

repayment options? If lenders make use of financial models, what are the key drivers of these 
models?   
 

CBA Response:    Lenders follow defined policy criteria consistent with applicable regulatory 
guidance.  Lenders ask for information from borrowers, verbal or written, explaining the 
circumstances that led to the request, but may or may not require additional financial data.  
Different lenders have different policies with regard to how much supporting data or documents 
are required.  

 
5. Do lenders work directly with co-signers to modify terms? If so, how? 

 
CBA Response:   Based on an informal survey of the CBA Education Funding Committee 
membership, CBA understands that lenders work directly with both the primary borrowers and 
cosigners.   Many lenders accept requests for assistance from either party, whether the borrower 
or co-signer initiates the request.   CBA also notes that not all lenders “modify terms” per se.  
Rather, lenders also work with co-signers to resolve delinquencies based on what was defined in 
their loan program policy. 
 
6. What is the incidence or expectation of re-default rates among restructured private student 

loans?  
 

CBA Response:     CBA is not sure what a “restructured private student loan” is.   Assuming 
that the term references a loan on which the interest rate has been reduced or principal 
forgiven, CBA does not have data supporting a response to this question.  

 
CBA also notes that if a borrower defaults on their obligation, some lenders will work with 
the borrower to work out acceptable repayment plans or settlements. 

 

Past and Existing Loan Modification Programs for Other Types of Debt 

 
7. What are some examples of loan modification programs sponsored by a public entity or the 

private sector that have been successful? Which features of these programs might be 
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applicable to a student loan affordability program? Which features of these programs might 
not be appropriate for a student loan affordability program? 
 
CBA Response:   Interest rate reductions and other limited-term payment relief have the 
ability to work because the student loan borrower will usually be employed and their income 
should appreciate over time.  
 
 CBA suggests a good option is a time-based payment reduction plan, potentially coupled 
with some form of forbearance, but that does not require the lender to forgive any portion of 
the balance due.  This option avoids a borrower facing any negative tax consequences 
associated with principal forgiveness, since the amount forgiven would be subject to federal 
and possibly state/local income taxes.  
 
CBA also notes that some existing loans that were originated using TERI (The Education 
Resource Institute) underwriting guidelines have a Modified Graduated Repayment Schedule 
(MGRS) that is showing some benefit especially for new borrowers.  Under the MGRS option, 
the borrower makes a half payment during the first year, with interest only the second year. 
The borrower in the end pays a nominal increased amount of interest, the present value of the 
loan is retained for the lender, and there is minimal negative amortization.  The loan term 
remains the same.   
 
 

Servicing Infrastructure   

 
8. Is the servicing infrastructure utilized by major lenders flexible enough to process loan 

modifications at scale? What are the limitations of these servicing platforms? Are those 
limitations capable of being overcome? What are the estimated costs of overcoming those 
limitations? 
 
CBA Response:    The answers to this question will differ significantly by lender and by 
servicer.  Lenders can make loan modifications, with modification of some loan terms more 
easily achieved than others due to servicing system capabilities and limitations.     Some 
lenders may experience  difficulty doing so on a large scale, as loan  servicing systems were 
not built with these  modification programs in mind, and many related processes will need to 
be manual in nature.  Servicing systems were also not built to accommodate non-accrual 
loans that would result from modifications which would require the related loans to receive 
Troubled Debt Restructure (TDR) accounting treatment under GAAP.   CBA and its members 
do not have accurate, reliable estimates of the cost of modifying existing servicing platforms 
to support loan modifications at scale, but believe that they will be not be insignificant.  CBA 
understands that the Student Loan Servicing Alliance (SLSA) anticipates addressing servicer 
limitations in their response to this RFI.  
 

9. What are the key differences between servicing of student loans compared to servicing of 
residential mortgages that must be considered when crafting an affordability program? 
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CBA Response:     Most importantly, mortgage loans are supported with collateral that 
involves a borrower’s principal residence.  Differences between mortgages and student 
loans, however, do not stop there.   In fact, every feature of a student loan is different – in 
school deferments, different repayment structures, amortization periods, and other aspects of 
repayment.    CBA also notes that the principal intention of mortgage modifications is to 
avoid foreclosure.  There is no equivalent for student loans.    Because of the collateral 
involved in a mortgage, charge-off does not happen in the same way or with the same timing  
as with a student loan.    CBA also notes that the economy affects student loans and 
mortgages differently.   Homeowners frequently do all in their power to avoid losing their 
home to foreclosure.  As noted above, one cannot foreclose on a degree financed with a 
defaulted private (or federal) student loan.  
 

Consumer Reporting and Credit Scoring 

 
10. How are payments plans for defaulted private and federal student loans currently reported to 

consumer reporting agencies? How are rehabilitated federal student loans reported by 
consumer reporting agencies, and how does that reporting affect credit scores? 
 
CBA Response:   As the Bureau knows, defaulted private and federal student loans are 
subject to reporting to consumer reporting agencies.    Lenders are also required to report 
payment plans, but this varies by lender. 
 
The U.S. Department of Education requires that the record of prior default associated with 
the federal student loan be deleted from the borrower’s credit report.  The default is 
expunged, but the delinquencies stay on the report, and the rehabilitated loans are reported 
as new loans.   CBA suggests that consumer reporting agencies are best positioned to provide 
answers to the Bureau on this question. 

 
Lender Participation 

 
11. How might an affordability program sponsored by a public entity mitigate moral hazard and 

selection bias? 
 
CBA Response:   CBA did not clearly understand the nature of the response sought by this 
question and thus is not providing a response.   
 

Borrower Awareness 

 
12. What are some examples of modification or refinance initiatives that successfully made 

borrowers aware of a new program? Which features of these programs are applicable in the 
private student loan market? 

 
CBA Response:  CBA does not have a response to this question.     

 
13. What are the most effective communication mechanisms to reach borrowers in distress? 
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CBA Response:    It is vital for borrowers experiencing financial distress to reach out to their 
lenders.   CBA members and servicers often experience difficulty in communicating with 
borrowers.  It is crucial for borrowers experiencing difficulty to make content with their 
lender so that the lender can try to help.  Many lenders have communications programs in 
place, for example, for borrowers that will be entering repayment in the immediate future 
(and similar messages on their websites) encouraging the borrower to contact the lender if 
they anticipate they will have difficulty making a payment. 
 
CBA also notes that the use of cell phones continues to increase.   Though mailed letters 
reach more borrowers, letters don’t always result in direct contact.  From contact and 
response numbers received from one large servicer, it appears that a large percent of the cell 
phone-using population responds to text messages, usually within one or two minutes.   Thus, 
if consistent with federal regulation of communications with borrowers, incorporating cell 
phone messaging into communications with borrowers may prove an effective strategy. 
 

Spillovers 

 
14. How do student loan payments impact access to mortgage credit? How does student debt 

impact a consumer’s ability to accumulate a down payment? How does student debt impact a 
consumer’s ability to meet debt-to-income requirements for FHA-insured and private sector 
mortgages? 
 
CBA Responses:  They help enormously because educated borrowers have better careers, 
make more money and establish credit histories.  If a student loan borrower makes their 
payments on time the likelihood increases of getting mortgage credit in the future, at a lower 
cost.  Statistics suggest that attaining a degree significantly increases lifetime earnings.  See:   
http://www.bls.gov/emp/ep chart 001.htm. 
 

15. To what extent does student loan debt impact the market for automobiles? How does student 
loan debt impact a consumer’s ability to secure an auto loan? 
 
CBA Response:    Same answer as 14.  CBA notes, consistent with Bureau of Labor Statistics 
data, that if the borrower has graduated from college, statistics suggest a much higher 
earnings potential than for individuals who did not go to college.   See:    
http://www.bls.gov/emp/ep_chart_001.htm. 
 

16. What evidence exists about the impact of student loan debt on consumption, savings, 
homeownership, household formation, entrepreneurship, and other indicators of economic 
health? 
 
CBA Response:     The GDP growth of the United States since the year 1900, when only 2.3 
percent of population was college educated, can in significant part be attributed to the fact 
that the number of college-educated Americans has grown.     Again, as documented by the 
Bureau of Labor Statistics, lifetime earnings are much higher for people with a college 
education.  
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As we noted in our response to question 2 above, consumption is advanced with the transfer 
of the loan payment to the educational institution.  The borrower may have a temporary 
period of reduced consumption in the period immediately following graduation, but will have 
a significantly greater impact on the economy as enhanced earnings are put to work. 
 
Should the student postpone attending college, lower lifetime earnings and the stimulus effect 
of the school expenditure would be less.  This would lead to a lower long-term GDP growth 
rate in the economy.   
 

Thank you for the opportunity to comment on this RFI.  We hope our responses are useful to the 
Bureau as it continues its important work in this area. 
 
If you have any questions or wish to discuss these issues further, please feel free to contact me at 
(202) 552-6364 or at pbradshaw@cbanet.org.   
 
 

Sincerely, 
 
 

 
Pace Bradshaw 
Vice President, Congressional Affairs 
Consumer Bankers Association 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
                                                           
i
 1 The Consumer Bankers Association (“CBA”) is the trade association for today's leaders in retail banking  
- banking services geared toward consumers and small businesses. The nation's largest financial  
institutions, as well as many regional banks, are CBA corporate members, collectively holding two-thirds  
of the industry's total assets. CBA’s mission is to preserve and promote the retail banking industry as it  
strives to fulfill the financial needs of the American consumer and small business. 
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CUNA Strongly Supports the CFPB’s Efforts to Address Issues Relating to 
Student Loans 
 
As required under the Dodd-Frank Wall Street Reform and Consumer Protection Act, 
the agency was required to establish an office of Student Loan Ombudsman, develop a 
report on private loans issued in August 2012, establish a complaint procedure and 
database within the CFPB, and provide an annual report to Congress regarding private 
student loans.  The Ombudsman must also make appropriate recommendations to the 
CFPB, the Secretary of the Department of Education, and to Congress.  
 
Recently, CUNA Executive Vice President Paul Gentile and I had the opportunity to 
meet with the CFPB’s Assistant Director for Consumer Education and Engagement, 
Students, and Student Loan Ombudsman Rohit Chopra.  We felt it was a very 
productive meeting and share the agency’s commitment to ensure students of higher 
education have access to affordable credit and other financial services. 
 
In fact, CUNA is forming a Student Loan Advisory Group to help monitor and develop 
association policies on private student loan issues. We look forward to opportunities for 
the group to meet with officials from the CFPB as well as with NCUA.     
 
CUNA Supports Targeting Problem Areas 
 
Based on recent call report data, about 600 credit unions currently offer private student 
loans to their members, although this is a growing area of lending for credit unions.  Like 
the CFPB, these credit unions want to ensure they provide products on favorable terms 
and that their members understand their responsibilities under student loan 
agreements—as credit unions do with other loan products they offer.   
 
As mentioned in the October 2012 “Annual Report of the CFPB Student Loan 
Ombudsman” eighty-seven percent of the student loan complaints the agency has 
received so far involve the same seven companies, none of which were credit unions. In 
fact, as the report indicates, out of the approximately 3,500 complaints about student 
loans, only one involved a credit union, and it is our understanding that the complaint 
has been satisfactorily resolved.     
 
In light of the fact that credit unions are not creating problems regarding student loans 
and that a number of credit unions want to increase their private student loan programs, 
we urge the agency to recognize that there is no record of abuse by credit unions in this 
area of activity that would justify the imposition of additional regulations on credit 
unions. 
 
Rather, the Bureau’s regulatory attention should be focused on the seven companies 
that have been the source of most complaints, and on other bad actors in the student 
lending field. 
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CUNA Seeks the CFPB’s Support to Remove Barriers to Further 
Student Lending 
 
As discussed below, we want to work with the agency and other policymakers, including 
the National Credit Union Administration (NCUA) and Congress, to help remove legal 
and other barriers that will enable credit unions to make even more student loans, 
consistent with their members’ needs for such lending, current legal requirements, and 
reasonable safety and soundness considerations.  
 
The Statutory Maturity Limit for Student Loans Should be Extended 
 
As the cost of higher education continues to increase, the total amount that students 
and/or their parents need to finance has also increased.  Credit unions have already 
taken some steps to help address this concern through a variety of options for 
borrowers, including temporary forbearance, smaller repayments while the student is 
still in school, and terms that are more favorable if a cosigner is obtained, such as a 
parent or guardian.  Some credit unions even relieve the cosigner of his or her 
obligation if the borrower has made 12 consecutive monthly payments.  
 
Another way to reduce the pressure on individuals who need private student loans is to 
allow them more time to repay the credit.  Depending on the amount needed to finance, 
it is reasonable that borrowers may need additional time to repay their student loan 
debt, in order that their monthly payments are more manageable to avoid financial 
problems and to help credit unions minimize delinquencies or even charge offs.  
 
However, under the Federal Credit Union Act, federal credit unions may generally not 
make student loans for maturities of longer than 15 years.  CUNA is urging Congress to 
make a statutory change this year to extend the permissible maturity for credit union 
private student loans.  We certainly encourage the CFPB and NCUA to work with us to 
seek this important change that will facilitate the ability of borrowers to handle their 
student loan debt and allow credit unions more options in offering student loan products 
that are responsive to their members’ needs.      
    
Need for Education about Private Higher Education Loans 
 
Certain policymakers and members of the public alike seem to be confused about 
private student loans, which differ in important ways from federally guaranteed student 
loans. One key difference is that loans credit unions provide for higher education 
purposes are underwritten based on risk, as are other types of loans that credit unions 
make, while federally guaranteed student loans focus on the needs of the borrower.  
 
Also, while federal student loans have had high delinquency rates (over 12.30%), 
private loans at all creditors have less than half that rate of delinquencies (at around 
5.3%).  At credit unions, delinquencies for private student loans are even lower, at 
around 1.45%, and some credit unions have student loan delinquency rates that are 
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much lower still.  These statistics demonstrate that credit unions want to work with their 
members and provide loans that they need and can afford to repay.  
 
There is a concern among credit unions, however, that examiners from their prudential 
regulators may not appreciate the distinctions between the level of risk associated with 
federally guaranteed student loans compared to the lower level of private student loan 
risk and will encourage credit unions to be too risk-averse in developing or increasing 
private student loan programs.  
 
While reasonable safety and soundness considerations should be incorporated into all 
forms of lending, including private student loans, we urge the CFPB to work with 
prudential regulators to address the issue of potentially overstated concerns regarding 
private student loans.  Concerns about past problems with federally guaranteed student 
loans should not be inappropriately transposed onto private student lending, resulting in 
skittishness on the part of credit unions to make loans to individuals who have the need 
for such borrowings and the ability to repay them.   
 
Credit Union Loan Modifications Should Be Facilitated 
 
Time after time, in credit unions across the country, well before borrowers fail to make 
the monthly payment, credit unions have reached out to their members to restructure or 
modify a loan. We believe this process for credit union lending generally is facilitated by 
the final rule issued by NCUA in May 2012 regarding troubled debt restructurings, which 
CUNA strongly supported.  Also, the guidance the agency issued earlier this month 
regarding accounting issues related to TDRs should also be helpful.  
 
We want to make sure, however, that credit unions have latitude to work with private 
student loan borrowers and make modifications when the borrower falls on hard times 
or other circumstances make it difficult to repay the loan under a current contract but the 
borrower nonetheless has the ability to repay under modified terms.  We urge the CFPB 
to work with the prudential regulators on this issue to ensure creditors, including credit 
unions, will be able to work with their borrowers to determine when loan modifications 
may be reasonable for the credit union as well as the member borrower.   
 
_________________________ 
 
   

Thank you for the opportunity to express our views on the CFPB’s request for 
information regarding an initiative to promote student loan affordability.  If you have any 
questions about our comments, please do not hesitate to contact me at (202) 508-6736. 
 
Sincerely, 
 
Mary Mitchell Dunn 
CUNA Deputy General Counsel 
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Discover Financial Services 2500 Lake Cook Road Riverwoods IL 60015

Direct Dial:   224-405-7079
Facsimile No:  224- 405-4073

Email: jeffreywood1@discover.com

Transmitted via CFPB Website 

April 8, 2013

Consumer Financial Protection Bureau
Monica Jackson
Office of the Executive Secretary 
1700 G Street, NW
Washington, DC 20552

Re:  Response to Request for Information Regarding an 
Initiative to Promote Student Loan Affordability  
Docket No. CFPB-2013-0004

Dear Ms. Jackson:

Discover Bank (“Discover”) appreciates this opportunity to comment on the Consumer Financial 
Protection Bureau’s (”CFPB”) Request for Information Regarding an Initiative to Promote 
Student Loan Affordability (the “Request for Information”).  Discover operates Discover Student 
Loans, the third largest private student lender in the United States.  In late 2010 Discover 
purchased the student loan business of Citibank and by late 2012 the servicing and collection of 
the acquired student loans was transferred to Discover.  Discover manages approximately 
878,000 private student loans for over 472,000 student borrowers, with an aggregate balance of 
approximately $8.4 billion.      

Private student loans have unique features that are geared to the educational purpose of the loans 
and borrower needs.  These include differences in underwriting, specialized loan repayment 
structures, and borrower assistance during repayment.  Discover strives to provide affordable 
loan options to student borrowers and to accommodate borrowers’ special needs.     

Discover’s student loans are carefully underwritten to reduce the number of borrowers that might 
later require repayment assistance.  Around ninety percent of Discover’s approved student loans 
have a cosigner, allowing for additional borrower support if they are unable to make their loan 
payments after graduation.  Loan amounts are limited to the published cost of attendance at the 
borrower’s school, with lifetime caps based upon the student’s program of study.  All Discover 
loans are certified by the individual college or university to ensure that the borrower obtains only 
funds necessary for their education, and funds for undergraduate and graduate student loans are 
distributed directly to the educational institution, not the student borrower. 
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Because loans are used to pay for education expenses, repayment is not required while the 
student is attending school at least half time.  In addition, payments are not required during a 
“grace period” after leaving school, which is typically six to nine months.  During this time, 
payments may be made but are not required.  Discover will provide student borrowers with 
quarterly statements during this time, informing the borrowers of the amount of accrued interest.  
At the end of the grace period, unpaid accrued interest is added to the principal balance and 
repayment begins for an established term of years.  Typically the loan balance is fully amortized 
with approximately even payments over the term so that the loan balance is fully paid by the end 
of the term.  Payment adjustments are made as necessary to account for any changes in the 
interest rate due to a variable rate feature.  

Discover offers a variety of loan features and borrower benefits to assist its student borrowers in 
paying their student loans.  These include the following:

 No Origination Fees: Discover does not charge origination fees on student loans. The 
borrower only needs to repay the original principal amount borrowed plus accrued 
interest.  

 Graduation Reward: For borrowers with undergraduate or graduate variable interest 
rate student loans, upon graduation they are eligible to receive a graduation reward of 2% 
of the outstanding principal balance, payable to the borrower or to the balance of the 
borrower’s loan.  Borrowers who apply the reward to the loan balance will have a lower 
monthly payment that will be easier to repay.  

 Grace Period: As referenced earlier, all borrowers are offered a grace period after 
graduation of either six months (for undergraduate students) or nine months (for graduate 
students) where no payment is required.

 Auto-Debit Benefit: Borrowers who enroll in and maintain automatic debit payment 
arrangements receive a .25% interest rate reduction.  There is no charge to enroll in 
automatic payments. 

 No Loan Servicing Fees:  Discover does not charge any fees for any loan services, such 
as statement fees, pay by phone fees, deferment fees, or similar fees.  In addition, for 
loans originated after March 29, 2013, Discover does not charge any late payment fees or 
returned payment fees.  Discover’s loans are more affordable as a result of not having to 
pay such fees.      

 Forbearance: Borrowers facing unemployment, economic hardship, excessive student 
loan burden, or medical disability are offered up to 12 months of forbearance over the life 
of the loan.  Forbearance is typically offered in segments of several months but may 
require a six-month time of repayment between segments (called the “performance 
period”).  Payments are not required during forbearance.  At the end of any forbearance 
period, unpaid accrued interest is added to the principal balance and repayment resumes.  
The monthly payment amount will be adjusted as necessary in order for the new balance 
to be repaid within the remaining term of the loan.  Discover does not charge any fees to 
process a forbearance request.  
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 Deferment: Borrowers returning to school, on active military duty, in public service, or 
in a residency program for a health care profession, are allowed to place their loans into 
deferment.  Like forbearance, during deferment, no payments are required.  Discover 
does not charge any fees to process a deferment request. 

 Payment Extension:  Beginning in April, 2013, Discover will offer borrowers who are 
behind in payments (“delinquent”) a payment extension option if they are able to make 
monthly payments but are not able to repay the outstanding delinquent payments.  The 
delinquency will be removed and the loan term will be extended for the appropriate 
number of months equal to the period of delinquency.  As with forbearance, the accrued 
interest will be added to the principal balance when the delinquency ends, but the 
monthly payment will not materially increase, because the term of the loan is extended.  
The loan may only be extended once every twelve months, and no more than two times 
every 60 months.  This option could assist borrowers to avoid acceleration of the loan and 
charge-off when they fall behind in payments, are not able to catch up, but are able to 
make regular monthly payments going forward.  There will be no fee to process a 
payment extension request.     

 Loan Forgiveness: If a student borrower dies or becomes permanently disabled, the loan 
is forgiven.  There are no fees to process a request for loan forgiveness for death or 
permanent disability.  

 Natural Disaster Relief: Borrowers impacted by a natural disaster receive short-term 
forbearance, usually up to 90 days, and any late charges are waived.  There is no fee to 
process a natural disaster relief request.

 Post-Charge-off Repayment Arrangements:  After a student loan is charged off, 
Discover works with the borrower in order to make appropriate payment arrangements 
consistent with the borrower’s repayment ability.  

Private student loan borrowers may experience difficulty in making payments on private student 
loans.  Overall, the delinquency rate on Discover’s student loans is significantly less than the 
delinquency rate on federal direct student loans.  Recent Federal Reserve data shows 90 day 
delinquencies on federal loans at 30 percent.  Discover’s delinquency rate for the same period 
was 20 times lower.

It is also important to note that the value of a college degree, in most cases, is still worth the 
expense of attending college.  Indeed, unemployment statistics show that October 2011 
unemployment rates for students obtaining a bachelor’s degree are 9.5% for men and 8.0% for 
women, significantly less than the unemployment rate for students with only a high school 
degree, at 33.6%.1  College is a worthwhile investment for students and for the economic future 
of the nation.  Discover is pleased to be able to assist students in pursuing their educational 
goals. 

Discover responds to the CFPB’s specific questions as follows:  

                                                          
1
   Bureau of Labor Statistics, News Release, “College Enrollment and Work Activity of 2011 High School 

Graduates,” (April 19, 2012), http://www.bls.gov/news release/pdf/hsgec.pdf
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1. What are the primary drivers of private student loan borrower distress?

A number of factors contribute to student loan borrowers’ difficulty in making payments.  First, 
some students may borrow more than they can reasonably repay.  While Discover and other 
student lenders lend no more than the published cost of education at a particular school, and 
impose reasonable loan limits based on the program of study, some student lenders and the 
federal direct student loan program may not impose adequate loan limits.  

Second, difficulties in the economy, along with increases in unemployment levels, particularly 
for younger workers, have resulted in lower incomes available to many student borrowers.  The 
cost of higher education, meanwhile, rises at a higher rate than the Consumer Price Index.  The 
combination of lower incomes and higher loan balances means that more student borrowers will 
have difficulty repaying loans.  

Third, some students leave school before obtaining a degree.  Colleges require prepaid tuition 
and obviously do not provide refunds to students who fail to graduate. In addition, colleges do 
not guaranty employment for every course of study.  Some colleges and college majors provide a 
clear path to jobs, careers, and future economic stability, and some do not.

Discover applauds the efforts of the CFPB and the Department of Education to provide college 
students with information about the costs and benefits of attending college.  Financial disclosures 
to students should be streamlined, easy to understand, and comprehensive, so that students 
receive easy-to-understand information early and throughout their college education about the 
future financial impact of student borrowing and college attendance.  Many student borrowers 
look to the CFPB for clear, straightforward, and helpful information about college borrowing.
  

a. What characteristics might predict distress at loan origination?

Several relevant factors are predictive of a student borrower’s ability to repay the loan, including
the borrower’s and cosigner’s FICO scores, credit history, level of debt, level of income, and
employment; the amount borrowed; the likelihood of future employment; the value of the college 
degree and course of study; grades obtained in school; the presence of a cosigner on the loan; the 
likelihood that the student will graduate and obtain the degree; the success of graduates from the 
student’s college, and the student borrower, in obtaining appropriate employment after 
graduation; and the likelihood that graduates from the student’s college will repay their student 
loans.  In addition, financially aware student borrowers are probably more likely to make wise 
borrowing decisions at the time of loan origination, which will help ensure that they will have 
the ability to make payments when student loans become due.      

b. What characteristics might predict distress for borrowers who complete a program 
of study?

Along with the characteristics noted in 1(a) above, it appears that the borrower’s program of 
study may also have an impact on the likelihood of success in repaying student loans.  
Discover’s experience provides support for the conclusion that difficulty in making payments 

CFPB-2013-0004 96



Consumer Financial Protection Bureau April 8, 2013

5

may vary by program of study.  Borrowers in differing college majors may have different 
repayment experiences.  In addition, students with advanced degrees are generally less likely to 
experience difficulties in repayment than students with undergraduate degrees.  

c. What characteristics might predict distress during repayment?

The most important factor is likely to be the student borrower’s employment status.  The factors 
listed in 1(a) above also contribute, in addition to overall economic conditions, including 
employment opportunities and costs of goods and services.

3. What options currently exist for borrowers to permanently or temporarily lower 
monthly payments on private student loan obligations? To what extent have these 
affordable repayment options cured delinquencies?

As described on pages 2-3 above, Discover offers borrowers multiple options to lower their 
monthly payments.  Several options lower the amount of individual monthly payments, including 
the auto-debit reward for enrolling in automatic payment arrangements, no origination fees, no 
loan servicing fees, and the graduation reward.  Other options reduce the monthly payment 
obligation to zero for a period of time, including the grace period, forbearance, deferment, 
payment extension, and natural disaster relief.  Finally, loan forgiveness in the case of death or 
permanent disability completely eliminates the borrower’s loan obligation.  

We believe that these options reduce or eliminate delinquencies and result in a lower incidence 
of charge-off.  In one study, Discover calculated that 85% of borrowers who received 
forbearance relief did not subsequently default on their loans and enter charge-off status.  This 
would indicate that the forbearance program has experienced an 85% success rate, although it is 
impossible to predict what percentage of borrowers would have continued making payments 
even without the forbearance relief program.       

As the CFPB is aware, policies of prudential regulators have limited the ability of financial
institutions to provide additional repayment options to distressed borrowers.  We continue to 
work with the CFPB, our prudential regulator, policymakers, and others in order to consider 
expanding the repayment options that we can offer. We would like to consider expanding the 
grace period, offering a short-term interest-only payment option, as well as developing other 
payment relief programs that could lower payments for borrowers in distress. 

4. How do lenders typically evaluate whether or not a borrower qualifies for these 
affordable repayment options? If lenders make use of financial models, what are the key 
drivers of these models?  

Evaluation of assignment of each of these affordable repayment options is tailored to the 
individual student borrower’s needs and ability to repay.  Changing economic conditions will 
influence borrowers’ needs and the consequent utilization of these options. In addition, 
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gathering information directly from the borrower is an important part of evaluating whether the 
borrower would benefit from a repayment option.  

5. Do lenders work directly with co-signers to modify terms? If so, how?

Discover will work directly with both the borrower and the cosigner in order to consider the 
repayment options that are available.  We will accept requests for assistance from either party, 
whether the borrower or co-signer initiates the request.  

Please note that repayment relief does not generally constitute a modification of loan terms. 
Forbearance and other forms of payment relief are authorized by the terms of the loan. We 
typically would not work with the cosigner to modify loan terms.       

6. What is the incidence or expectation of re-default rates among restructured private 
student loans? 

As referenced in question 3 above, in one analysis, Discover calculated that 85% of borrowers 
reviewed who received forbearance relief did not have loans that became accelerated for default 
and entered charge-off status.  This would indicate that the forbearance program has experienced 
an 85% success rate.  As noted above, it is impossible to predict what percentage of borrowers 
would have continued making payments even without the forbearance relief program.  Also, it is 
impossible to predict what percentage of borrowers who receive forbearance relief later 
experience difficulty in making payments but have loans that do not become accelerated or enter 
charge-off.

Please note that forbearance relief or other forms of repayment relief do not generally constitute 
a loan “restructuring.”  In addition, after charge-off of the loan, loan payments may be 
“restructured” by altering payment arrangements in accordance with the borrower’s situation and 
ability to make payments.  The charge-off status cannot be reversed once it occurs, as a result of 
accounting and regulatory guidelines.  Therefore, failure to make payments after default and 
charge-off does not result in a second default from an accounting standpoint (under accounting 
rules, the loan is already charged off).     

7. What are some examples of loan modification programs sponsored by a public entity or 
the private sector that have been successful? Which features of these programs might be 
applicable to a student loan affordability program? Which features of these programs 
might not be appropriate for a student loan affordability program?

Modifying the loan by reducing the interest rate or the principal balance would likely help 
borrowers with reduced incomes or financial hardship.  Reduction in the interest rate could take 
place either for a temporary period or for the remaining life of the loan.  At this time, Discover 
does not enter into reduction in the interest rate or principal balance, although we are considering 
ways that this option might be made available to borrowers experiencing financial hardship, 
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consistent with regulatory and accounting guidance.  There are limitations to this type of 
modification, however, including any applicable securitization restrictions that prohibit lowering 
the effective yield, because the loans in securitization are subject to securities rules that protect 
investors.  In addition, forgiveness of loan principal, even if partial, requires lenders to file a 
Form 1099 with the Internal Revenue Service reporting the amount of debt forgiven, and U.S. 
tax regulations generally treat that amount as imputed income to the borrower.  Therefore, 
reducing the principal balance will create a potential tax obligation to the borrower.  

It is important, moreover, to consider the long-term impact of certain repayment options.  
Repayment options that reduce the payment in the early years of the loan may result in the 
borrower paying more over the life of the loan, particularly if there is unpaid loan interest that 
accrues to the principal loan balance, causing negative amortization of the loan.  The borrower 
benefits by saving money in the early years of the loan, but will also pay more interest over the 
remaining life of the loan and have a larger balance to repay, which could result in a much larger 
liability if the borrower ultimately defaults.  Weighing the pros and cons of these benefits and 
risks is essential for student borrowers making critical financial decisions.  Adverse economic 
circumstances may encourage student borrowers to postpone payments as long as possible.  For 
many student borrowers with income growth potential as they continue in their chosen careers, 
paying more later may be the right choice.  Other borrowers may not realize the same benefit. 
Financial counseling could assist student borrowers in making these decisions.  The CFPB could 
most assist student borrowers by enhancing financial literacy for student borrowers, perhaps by 
expanding financial education offerings to students before they enter college, during college, and 
immediately upon graduation. 

Another repayment option, which is available for certain federal direct student loans, is income-
based repayment.  Income-based repayment would create large operational burdens for private 
student lenders in order to collect and verify income data, calculate individual payment 
arrangements, and develop systematic processes to incorporate them into the loan.  In addition, 
income-based repayment could be subject to the same negative amortization concerns referenced 
in the previous paragraph.  As a result, we believe that income-based repayment is not ideal for 
private student loans.  Alternatively, Discover would like to consider the feasibility of offering 
appropriate reductions in the interest rate (on a temporary, renewable, or permanent basis) or in 
the principal balance, for student borrowers with financial distress, where consistent with 
securitization limitations, accounting restrictions, and prudential lending guidelines.  Reducing 
the interest rate or principal balance is effectively a form of income-based repayment because the 
loan payment would be reduced to a more affordable level.    

8. Is the servicing infrastructure utilized by major lenders flexible enough to process loan 
modifications at scale? What are the limitations of these servicing platforms? Are those 
limitations capable of being overcome? What are the estimated costs of overcoming 
those limitations?

Most of Discover’s student loans are serviced on Discover's in-house platform.  Loans can be 
modified on this platform consistent with our current repayment assistance programs. Additional 
repayment assistance programs would require system changes.  For example, loan servicing 
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systems of this type typically are not built to accommodate non-accrual loans that would result 
from certain loan modifications, requiring specific accounting treatment. 

9. What are the key differences between servicing of student loans compared to servicing 
of residential mortgages that must be considered when crafting an affordability 
program?

Mortgage loans and student loans are completely different.  Mortgage loans are secured by 
collateral, the permanent residence and home of the borrowers.  The purpose of the loan is to 
acquire a home.  Typically mortgage servicers collect escrow funds for real estate taxes and 
insurance premiums to protect the collateral.  Mortgage loans are subject to foreclosure, which 
are governed by state-specific borrower protections and procedural requirements.  

Student loans, in contrast, are unsecured.  The purpose of the student loan, moreover, is to assist 
the student borrower to attend college in order to obtain an education, which will enhance the 
student’s ability to earn an income after graduation.  Unlike mortgage loans, where borrowers 
begin making payments immediately, borrowers with student loans begin making payments after 
they leave college and the grace period expires.  Borrowers with student loans do not face 
potential foreclosure or eviction.  Student lenders do not incur the large expense of foreclosing 
collateral.  Because there is no collateral, the servicing of student loans is completely different.  
Accounting and charge-off processes differ.  There is no foundation to believe that mortgage 
loan modification programs should be applied to student loans.    

10. How are payments plans for defaulted private and federal student loans currently 
reported to consumer reporting agencies? How are rehabilitated federal student loans 
reported by consumer reporting agencies, and how does that reporting affect credit 
scores?

Discover reports delinquency and charge-off to consumer reporting agencies consistent with the 
Fair Credit Reporting Act (“FCRA”), which requires accurate credit reporting, as well as 
consumer reporting agency guidelines.  The purpose of accurate credit reporting is to ensure that 
consumers are not harmed by inaccurate information in their credit files, and conversely, to 
ensure that financial institutions who rely on credit files for underwriting purposes have accurate 
information on which to base credit decisions.   

13.  What are the most effective communication mechanisms to reach borrowers in 
distress?

Discover reaches borrowers through the mail, telephone, and email.  Discussing the borrower’s 
unique circumstances is essential to resolving any difficulties in making payments.  The earlier 
this process occurs, the more likely that a helpful solution can be reached.
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14. How do student loan payments impact access to mortgage credit? How does student 
debt impact a consumer’s ability to accumulate a down payment? How does student 
debt impact a consumer’s ability to meet debt-to-income requirements for FHA-
insured and private sector mortgages?

A strong credit record, including making student loan payments timely, will increase the 
likelihood of gaining access to mortgage credit in the future.  In addition, obtaining a college 
degree makes it more likely that a student will earn a higher income and be able to accumulate 
funds for a down payment.

15. To what extent does student loan debt impact the market for automobiles? How does 
student loan debt impact a consumer’s ability to secure an auto loan?

As with mortgage credit, a strong credit record, including making student loan payments timely,
will increase the likelihood of gaining access to an auto loan in the future.  In addition, the 
borrower’s experience with a student loan makes it more likely that the borrower will be 
financially aware and make an informed decision about the use of auto credit. 

16. What evidence exists about the impact of student loan debt on consumption, savings, 
homeownership, household formation, entrepreneurship, and other indicators of 
economic health?

Student loans, by providing student loan borrowers with the opportunity to attend college, 
stimulate the economy when students graduate and become productive members of society, 
beginning a career, buying houses and other economic goods, and starting businesses.  The 
training and education that is provided as a result of student loans helps to fuel the national 
economy. Statistics comparing rates of employment, income levels, and related economic data 
between high school graduates and college graduates (some of which is detailed earlier) provide 
compelling evidence of the positive impact of student loans and the education that they fund on 
economic health.  

Thank you for the opportunity to comment on these important issues.  

Sincerely, 

/s/
Jeffrey B. Wood
Assistant General Counsel 
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April 8, 2013 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street NW 
Washington, DC 20552 
 
Re: Initiative to Promote Student Loan Affordability 
[Docket No. CFPB-2013-0004] 
 
The Education Finance Council (EFC) is the trade association representing nonprofit and state agency student 
loan organizations across the country and is submitting these comments to the Consumer Financial Protection 
Bureau (Bureau) in response to the above captioned Notice and request for information (RFI).  The purpose of 
this comment letter is to inform the Bureau of existing repayment programs offered by nonprofit and state 
agency student lenders.  EFC members that offer private student loans have for decades offered an array of 
services for borrowers that need assistance during repayment.  Moreover, these entities have proven-effective 
repayment programs that have resulted in default rates far lower than those of federal loans. 
 
The RFI makes a number of assertions regarding risks associated with private student loans.  Therefore, before 
turning to the specific questions in the RFI, it is important to point out that all nonprofit and state agency 
student loan providers that offer private loans go to great lengths to educate borrowers of the importance of 
exhausting federal student loans first if those loans offer comparable or better terms.  Further, nonprofit and 
state agency student lenders ensure students understand the terms, rates, and repayment obligations of their 
loans before taking on the debt. Some programs require or create incentives for additional financial literacy 
counseling.  Many of the loans feature fixed rates and interest rates far below those offered by credit cards and 
private loans from for-profit lenders and in some cases, the federal government.   
 
The RFI suggests that loan modifications are needed for many private student loan borrowers.  Loan 
modifications, especially based on interest rates, are not a universal need, particularly in the case for borrowers 
who have private student loans from state agency and nonprofit student lenders.  These borrowers had the 
advantage of having low interest rates from the outset, alleviating the need for interest rate modifications. An 
examination of the average maximum Annual Percentage Rate (APR) for loans (see table below) offered by 
nonprofit and state agency lenders shows that the interest rate is far below those offered by for-profit lenders 
and credit cards and in the case of variable-rate loans, much lower than Parent PLUS loans. 
 
Average Min APR Max APR 
NFP Variable 3.94% 4.89% 
NFP Fixed 6.99% 8.09% 

 
The RFI asks a series of questions related to “Current Options for Borrowers with Hardship.”1  EFC members 
offering private student loans have developed and implemented targeted programs to address this specific issue. 
Nonprofit and state agency lenders offer six-month grace periods along with forbearances and deferments 
ranging from three months to eight years for half-time or greater enrollment in college; internship or residency 
                                                           
1 Fed Reg Vol 78, No. 39 at 13329 
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programs; VISTA, Peace Corps, or AmeriCorps participation; hardship; unemployment; maternity; military 
duty; and medical issues. Regarding flexibility of repayment, nonprofit and state agencies offer options such as 
extended repayment terms for defaulted loans or borrowers experiencing long-term economic hardship; loan 
consolidation plans; and temporary reduced payment plans and graduated repayment plans comparable to the 
federal Income Based Repayment (IBR) and Income Contingent Repayment plans.  The following are examples 
of such flexible repayment options. 
 

• One lender uses the same calculation as the IBR program to offer their own IBR plan. 
• One lender provides short-term and long-term relief repayment plans for borrowers who are delinquent. 

Under these plans, borrowers are allowed to make only a fraction of their payments for an extended 
period of time, some delinquent payments are forgiven, or interest not covered by the lower payments is 
forgiven. 

• One lender created a modified payment plan for borrowers experiencing economic hardship. The plan 
offers three options: a one-year interest-only payment plan; a six-month interest-only payment plan; and 
a two-year modified plan under which a borrower pays 25 percent of the regular monthly payment 
amount for the first six months, 50 percent of the regular monthly payment for the next six months, and 
interest-only payments for the remaining 12 months. 

 
To assist the Bureau in a complete examination of the affordability of private student loans, EFC recommends 
study of the following issues:  
 

• Affects of intuitions of higher education encouraging students to take out PLUS loans rather than 
private loans. Presently, colleges and universities are steering students toward PLUS loans to finance 
costs not covered by Stafford loans and other grant aid.  This practice is having a negative impact on 
students and parents because PLUS loans have a statutorily fixed interest rate of 7.9 percent and a lack 
of repayment options; while lenders such as nonprofit and state agencies offer far better terms.  

• Impacts on consumers from the prevention of overborrowing versus post origination loan modifications.  
It is likely that many of the examples cited by the Bureau for the justification for loan modification 
would be eliminated if student borrowers borrowed less.  The Bureau should seek additional 
information from nonprofit and state agencies on programs they have developed to reduce 
overborrowing and analyze their effects on repayment. 
 

EFC appreciates the Brueau’s efforts to seek information from all interested parties and is hopeful it will lead to 
an objective analysis of current repayment options and needs for additional policy options. To continue to assist 
the Bureau in its research, nonprofit and state agency lenders stand ready to provide additional details on the 
tactics and program elements they have employed to create the affordable, consumer-friendly student loan 
products they offer today. 
 
Sincerely, 
 

 
 
Vince Sampson 
President 
Education Finance Council 
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April 7, 2013 
 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street NW 
Washington, DC 20552 
 
Submitted electronically at http://www.regulations.gov 
 
 Re: FR Docket No. CFPB-2013-0004 
 
These comments are in response to the February 27, 2013 Federal Register 
Notice of Proposed Information Requests (FR Docket No. CFPB-2013-0004; 
78 FR 13327) requesting information from the public to determine options that 
would increase the availability of affordable payment plans for borrowers with 
existing private student loans. 
 
Equal Justice Works is a national nonprofit organization working to provide 
public interest opportunities for law students and lawyers. Our Educational 
Debt Relief program reduces the financial impediments that bar people from 
entering public service and works for changes to reduce the educational debt 
burden for all students and graduates. Every year, we hear from thousands of 
borrowers who are struggling to repay their student loans.  
 
Equal Justice Works was a strong advocate for the passage of the College Cost 
Reduction and Access Act. Last year, we served as an alternate negotiator on 
the Student Loans Committee in the Department of Education’s Negotiated 
Rulemaking for Higher Education, which negotiated, among other things, 
regulations governing, among other things, income-driven repayment plans and 
default and rehabilitation procedures for federal loans. 
 

Impact of Private Student Loan Debt 
 
Education is a pathway to stability and success for individuals and provides 
innumerable benefits to society. Student financial aid, including student loans, 
should be designed to provide affordable access to higher education. 
Unfortunately, we hear from thousands of borrowers struggling to make 
payments on their private loans and frustrated with their lack of affordable 
repayment options. The burden and inflexibility of repaying private student 
loans has a harmful impact on their lives, careers and futures.  
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We often hear from borrowers committed to public interest careers – especially those with 
graduate and professional degrees who graduated too early to borrow Direct PLUS Loans and 
therefore had to rely on private loans – who find repayment difficult because of their relatively 
lower public interest salaries. In our experience, private loans often foreclose or cut short the 
ability of borrowers to pursue public interest careers. The unavailability of income-driven 
repayment plans and affordable repayment options often makes repaying their student loans on a 
public interest salary nearly impossible.  
 
We also hear from borrowers employed in the private sector and from those who received career 
certificates, undergraduate degrees or who did not complete their education about the severe 
impact private loans. The lack of options on private loans is particularly severe for 
underemployed and unemployed borrowers. Some borrowers and co-signatories of private 
student loans have told us they receive harassing collection calls if payment is even a day late.  
 
While it seems some lenders are willing to negotiate lower payments in individual cases, many 
borrowers who are unsuccessful when they seek this type of modification. We’ve heard from a 
number of co-signatories who – even in the case of the primary borrower’s death – are unable to 
secure a release, discharge or even a modification of loan terms when they are unable to afford 
payments. 
 
Importantly, we note that the majority of borrowers we speak to show staunch resolve in their 
attempts to negotiate with their lender or servicer. We know there are many more borrowers who 
either do not feel empowered to even attempt negotiation or do not have access to vigilant 
representatives who will advocate for them. 
 
While some of these borrowers are able to negotiate limited forbearances (though not 
modification of payments or terms), others are not. And for those who do negotiate forbearances, 
negative amortization may double or triple their original loan balances and make repayment 
impossible. For those who default, the deleterious and long-lasting effects on their credit effect 
their ability to obtain or retain a professional certification or license, secure employment, 
transportation and housing, and spur harassing and intimidating collections calls. 
 
In order to avoid these consequences, many borrowers prioritize repaying private loans over 
other bills (including their federal student loans, utilities and groceries) and seek to modify or 
find relief for other debt to make these payments. This includes attempts to enroll in federal 
income-driven repayment plans in the hope that lower payments will allow them to allocate a 
larger portion of income to their private student loans. Ironically, the failure of those plans to 
consider private student loan debt in calculating an income-based payment amount masks 
borrowers’ true student debt-to-income ratio. This may foreclose borrowers’ eligibility for the 
plans or, more often than not, require them to pay an unaffordable percentage of their income, 
reducing the potential of these programs to allow borrowers to divert income to private student 
loan payments. 
 
Across the board, we hear from borrowers who make significant and long-term sacrifices in 
order to continue repaying their private students loans.  
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Many of the borrowers we hear from – including numerous professionals such as attorneys, 
veterinarians, nurses and social workers – are employed but are unable to save or invest for the 
future. They worry about their inability to save for retirement or purchase a home. Some have 
even delayed marriage until they have reduced their private loan debt. Others have adverse credit 
histories (often caused by a private student loan delinquency despite otherwise long and positive 
histories of debt repayment) and prohibitive debt-to-income ratios that require them to pay high 
interest rates on auto loans, insurance and mortgages. 
 
More significantly, we hear also hear from borrowers struggling to afford basic necessities 
because the payments on their private student loans consume such a high percentage of their 
income. Some rack up credit card debt to pay for these and other “road bumps” such as medical 
bills and auto repair. Others rely on roommates, partners and family for housing, utilities and 
groceries. We’ve heard borrowers anguish over whether to pay their private loans or groceries 
and rent.  
 
For these borrowers, private student loans have become a source of anxiety and deprivation, 
rather than an aid to accessing a higher education, financial stability and a successful career. 
 

Considerations for Increasing the Affordability of Private Loans 
 
We agree with the statement of the National Consumer Law Center (NCLC) in its response to 
this request for information that there are many gaps in the data available regarding private 
student loan servicing and collection and causes of defaults on private student loans. We also 
agree with NCLC’s discussion of the trade-offs of the different models of (1) mandating 
modification of certain loans by the existing lenders or servicers; (2) paying incentives to the 
existing lenders or servicers for loan modifications; and (3) purchasing loans at a discount from 
the existing owners and then modifying them. 
 
We are particularly in accord with, and wish to reiterate here, NCLC’s urging that any proposal 
must at a minimum satisfy five essential criteria: (1) affordability; (2) preservation of borrower 
protections; (3) enforceability; (4) efficiency and scale; and (5) fairness. 
 

1. Affordability: Loan modifications must be linked to a borrower’s realistic ability to 
repay – providing a real financial benefit to borrowers. Not only is this essential to 
providing real relief to borrowers in distress, but also to prevent high rates of re-default 
(making the program not worth the expense and effort from the perspective of servicers 
and investors). 
 

2. Preservation of Borrower Protections: Borrowers who participate in a loan 
modification program or who accept a loan modification offer must be able to retain any 
rights or protections they otherwise would have. This includes forbidding waivers of 
rights as a condition of modification. This also includes structuring the program so that 
previously exempt income or assets of the borrower are not placed at risk (for example, 
ensuring that these are not subject to collection through the expanded collection powers 
available for federal loans) and so that time limits for collection are not lengthened 
beyond previously applicable statutes of limitations. 
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3. Enforceability: Borrowers must have the ability to enforce their rights under the 
modification program. This includes the ability to dispute and appeal denials of eligibility 
and mistakes in the offered terms. 
 

4. Efficiency and Scale: The program must be targeted to a large number of eligible 
borrowers, and must be efficient in reaching those borrowers and minimizing any barriers 
to participation. This is crucial to its ability to help borrowers in need of assistance as 
well as to have a positive impact on the broader economy. Reaching scale will require 
either mandating loan modification offers or providing incentives that are properly 
targeted and large enough to induce servicers and lenders to modify a large number of 
eligible loans (which incentives are currently absent in the private student loan sphere, as 
explained thoroughly by NCLC in its comments). 
 

5. Fairness: A modification program must not be a bailout or giveaway to lenders 
(particularly if the program relies on incentives to or purchase of loans from existing 
servicers and lenders). This is critical to prevent moral hazard on the part of lenders and 
servicers – the industry should not be permitted to pass on the costs of poor lending 
decisions and predatory practices. Moreover, the program must be structured to prevent 
servicers and lenders from “creaming” or selecting particular loans for modification in 
order to maximize their own finances, and from receiving credit or incentive payments 
for modifications (or other actions) that they would have taken or offered anyway. 
 

We set forth below examples of potential reforms we believe would help current and future 
student loan borrowers. We believe each of these must be designed to satisfy the criteria set forth 
above. 
 

1. Remove the limits on federal undergraduate loans 
 
Given the severity of the impact of private student loan debt on borrowers, the current limits on 
federal undergraduate loans should be removed. This would enable all borrowers to rely on far 
more flexible and protective federal loans to finance their entire higher education. This is 
appropriate in our opinion, not least because those who suffer the most from private loans and 
find the inability to finance their education using federal loans the greatest bar to college access 
are the least privileged in our society.  
 
The removal of these loan limits should be accompanied by robust protections against over-
borrowing, ensuring that schools are disclosing vital information and that costs are tied to the 
worth of the degrees they are offering. These protections should include accurate and easily 
understandable comparisons of total cost, the likelihood of employment and ability to repay debt 
upon graduation. Admitted students should be provided with frequent financial aid counseling 
that has been proven effective in sample studies. Metrics, including but not limited to cohort 
default rates, should be developed and utilized to ensure institutions of higher education are not 
requiring or allowing students to over-borrow or providing degrees or accreditations that lack 
sufficient market value. 
 

2. Provide federal refinancing of private student loans 
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To aid current borrowers, the Consumer Financial Protection Bureau should strongly consider 
measures to provide federal refinancing of private student loans. Replacing private loans with 
federal loans will ease the burden on millions of borrowers, including those who are in severe 
financial distress due to the predatory practices of private student loan lenders and the 2009 
global recession. It will allow provide borrowers who temporarily need it access to deferment 
and forbearances and ensure others can afford their monthly payments without making severe 
personal sacrifices. And, by preventing defaults that will otherwise occur, it will ensure more 
borrowers are able to repay their loans in a timely fashion. As noted by the Center for American 
Progress in a recent report, It’s Our Interest: The Need to Reduce Student Loan Interest Rates, 
“[p]revious estimates indicate that a swap of private loans for federally backed loans would 
generate billions of dollars of revenue for the federal government.” 
 
As described above, any refinancing should ensure that borrowers are not losing protections they 
currently possess (for example, disallowing federal collection powers). It should also include a 
cap on negative amortization, to ensure that borrowers (many of whom will have seen their 
private loan balances increase during periods of financial hardship) are not made to repay 
significantly more than they initially borrowed.  
 
As importantly, measures should be taken to prevent moral hazard on the part of private lenders, 
who may see this as an opportunity to “dump” risky loans on the federal government while 
retaining ownership of better positioned loans or an incentive to continue or return to predatory 
lending practices. Lenders should not be allowed to pick and choose the candidates for federal 
refinancing. Outreach and information dissemination about the program should be made directly 
to borrowers and sanctions should be imposed on lenders who attempt to unduly persuade 
borrowers to select a particular option.  
 

3. Create incentives for credit unions to enter the private student loan market  
 
In the aftermath of the 2009 global recession, the number of private lenders has diminished 
greatly and most of those lenders are banks. However, we have been hearing recently from 
nonprofit credit unions eager to enter into the private student loan marketplace either as direct 
lenders or to refinance private student loans. The Consumer Financial Protection Bureau should 
consider measures to increase the participation of credit unions in the private student loan 
marketplace in order to foster competition.  
 
We believe the agency’s focus should be on credit unions because they generally offer lower 
rates and more robust consumer protections. We believe they are also less likely to securitize 
student loans. This is an important protection for borrowers because it is far harder to modify a 
securitized student loan even if it would benefit both the borrower and the lender. Examples of 
measures that should be considered are providing low interest capital to credit unions to facilitate 
their entrance into the marketplace (an option that would provide a small profit to the 
government) and providing limited guarantees to credit unions willing to acquire and favorably 
modify the loans of struggling borrowers.  
 

4. Cap the negative amortization of private student loans 
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A cap limiting the amount of negative amortization that is allowed in private student loans 
should be considered in order to ensure that all borrowers can pay off their loans in a reasonable 
amount of time and that no borrower has to pay double or triple their initial loan amounts. After 
that cap is reached, no further interest accrual should be allowed.  
 
The cap should be set at a level that will not result in a great increase in private student loan 
interest rates and that is fair to borrowers.   
 

Borrower Awareness 
 
In our experience, a widespread and in-depth public awareness campaign will be essential if 
private student loan borrowers are to benefit from reforms implemented by Congress or the 
Consumer Financial Protection Bureau.  
 
In order to ensure as many borrowers as possible hear of the reforms, we suggest utilizing a 
comprehensive outreach campaign that utilizes social media, including promoted tweets on 
Twitter, tailored ads on Facebook and the utilization of Google Ad Words.  
 
We also suggest requiring private lenders to send out notices to their borrowers informing them 
in general terms of the reforms and sending them to the Consumer Financial Protection Bureau’s 
website. The CFPB should create and require use of a standardized letter/explanation for lenders 
and servicers to use, ensuring consistency and accurate relaying of information and options.  
 
The Consumer Financial Protection Bureau should ensure that detailed information is available 
to borrowers in as many formats as possible. In addition to the written information on the 
agency’s website and a downloadable manual, the agency should create videos detailing how the 
programs work and hold quarterly webinars or Google+ hangouts which review the details of the 
reform programs and allow borrowers to ask questions. The agency should provide a dedicated 
informational call center which borrowers can utilize to ask specific questions.  
 
Finally, and perhaps most importantly, the agency should partner with organizations with close 
ties to the private student loan borrower community. This should include consumer rights 
organizations such as the National Consumer Law Center; umbrella organizations such as the 
National Association of Financial Aid Administrators that can disseminate information to 
financial aid counselors at institutions of higher education; and community organizations that 
provide financial counseling, financial literacy, college preparatory or access to higher education 
programs, including education pipeline organizations. A special focus should be made to reach 
organizations with ties to low-income, minority and non-English speaking communities.   
 
Thank you for the opportunity to comment. If you have any questions or concerns regarding our 
comments, please do not hesitate to contact us by phone at (202) 466-3686 or via email at 
ibowers@equaljusticeworks.org or rsinghmiller@equaljusticeworks.org. 

 
Sincerely, 
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Isaac Bowers 
Senior Program Manager, Educational Debt Relief and Outreach 

 
Radhika Singh Miller 
Program Manager, Educational Debt Relief and Outreach 
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Response to CFPB request for information regarding an initiative to promote 

student loan affordability (Docket No. CFPB-2013-0004)  

By Mark Kantrowitz, publisher of Fastweb.com and FinAid.org 

Thawing the capital markets for student loans will spur refinance and modification activity in the private 

student loan marketplace.  

Options for Financial Relief are Limited 

Many students who are delinquent or in default on their student loans want to repay their debt but are 

unable to afford the monthly loan payments. They need some form of financial relief, such as 

deferments/forbearances, flexible repayment plans, interest rate and principal reductions or other methods 

of temporarily or permanently reducing the monthly loan payments.  

In some cases the borrowers are unaware of their options, such as the income-based and pay-as-you-earn 

repayment plans for federal education loans, and short-term deferments and forbearances. Borrowers who 

drop out are four times more likely to default on their federal student loans, perhaps because they do not 

undergo exit counseling like students who graduate. 

In other cases borrowers have private student loans. Private student loans are not eligible for income-

based repayment and forbearance options are limited. Graduated and extended repayment plans may not 

be available. These borrowers have been unable to negotiate flexible deferment and repayment options 

with their lenders. 

Even some borrowers who aren't delinquent are having trouble refinancing their private student loans to 

obtain lower interest rates and/or lower monthly loan payments. 

The problems may get worse when interest rates start rising again. Interest rates are currently at unusually 

low levels, with nowhere to go but up. Every percentage point increase in a 15-year private student loan is 

about a 6% increase in the monthly loan payment.  

Lack of a Robust Market for Refinancing Private Student Loans 

There are two main sources of options for financial relief. One is to seek compromise with the current 

holder of the loan. This may involve using the existing terms of the loan or seeking to change the terms of 

the loan. The other approach is to refinance the loan as a way of switching holders and loan terms. 

Private student loans do not have prepayment penalties, so nothing, in theory, prevents a borrower from 

refinancing his or her loans. But there are few options for refinancing private student loans at a better 

interest rate. There are only a half dozen private consolidation loan programs, and the total capital for 

consolidating private student loans is limited, even though there is a potentially profitable business 

opportunity. Opportunities for refinancing private student loans with a non-education loan are limited, in 

part because borrowers are at the start of household formation and do not yet have assets that can serve as 

collateral.  
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Most borrowers have a thin or nonexistent credit history when they first enroll in college. The borrower's 

credit score, along with the credit score of the cosigner, decreases with each successive year in school, 

since the credit utilization increases with each year's new loans. By the time the student graduates, his or 

her credit score is at its lowest point and the interest rates on new loans are at their highest. Since private 

consolidation loans are new loans that are based on the borrower's current credit score, consolidating 

immediately after graduation will not result in a lower interest rate.  

But the borrower's credit score is not static. If the borrower repays all of his or her debts (not just the 

student loans) on time as per the agreement for several years, his or her credit score will improve. Since 

the credit history of a recent college graduate is often quite short, good behavior can have a 

disproportionately greater impact on the credit history, leading to rapid and significant improvement in 

the borrower’s credit score. This, in turn, will lead to a lower interest rate, potentially reducing the 

monthly payment, accelerating the repayment trajectory and/or saving the borrower money. So there 

should be a thriving marketplace for consolidating private student loans a few years after graduation. 

Even borrowers who do not manage their credit responsibly may present an opportunity for refinancing 

their loans at lower cost. Many of these borrowers do not have bad credit scores because of a lifetime of 

bad credit habits, but because of a lack of experience in managing money. Many aren't necessarily aware 

of just how sensitive their credit score is to repayment behavior. Borrowers often say “but I was just a few 

days late.” That’s all it takes to ruin a credit score. A little financial literacy and debt management 

education might go a long way toward improving the credit quality of a student loan portfolio. 

But the opportunities to refinance private student loans are limited, partly because of a lack of lender 

capital to make new loans, and partly because lenders are wary of adverse selection, where borrowers 

who are struggling to repay their loans seek a refinance as a cure to their problems. The last thing any 

lender wants to do is “buy a default.” 

Non-Bank Lenders Depend on the Capital Markets, Which are Still Frozen 

An important part of the problem is that the capital markets are still frozen.  

Before the subprime mortgage credit crisis there were a total of five dozen lenders making private student 

loans, many of which were non-bank financial institutions. Today there are only two dozen, almost all of 

which are banks who rely on customer deposits to fund their loans. The non-bank financial institutions 

were dependent on the capital markets to fund their loans. These non-bank financial institutions were 

often a source of innovation and competition in the private student loan industry. 

Typically these non-bank lenders would use a credit warehousing agreement to fund new loans. A credit 

warehousing agreement is a line of credit with a large international bank, anywhere from a few hundred 

million dollars to tens of billions of dollars. But credit warehousing agreements are limited and cannot be 

used indefinitely to make new loans. Once the credit limit is reached, the lender has to stop making new 

loans. Credit warehousing agreements are also expensive, with a high cost of funds. So as soon as the 

loan volume reaches a critical mass, the lender would securitize the debt. Securitization involves 

transferring title to a portfolio of loans to a trust and selling shares in the trust to investors. The investors 

then receive payments from the lender at a risk-adjusted variable interest rate that represents a much 

lower cost of funds to the lender than the credit warehousing agreement. Securitization returns capital to 
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the lender to allow the lender to pay off the high-cost credit warehousing facility. It also provides the 

lender with part of their future profits up front. The lenders then try to repeat the process as quickly and 

frequently as they can. 

But when the capital markets froze, lenders were unable to securitize their loan portfolios. Once they 

made loans to the limit of their credit warehousing facilities, they had to stop making new loans. These 

lenders can continue to service their current loan portfolios, but cannot increase the volume of loans they 

service.
1
  

Until the capital markets thaw, we probably will not see many non-bank lenders re-entering the private 

student loan marketplace.
2
 A lot of capital is currently locked up in credit warehousing agreements. So 

even if these lenders wanted to offer private consolidation loans to refinance existing private student 

loans, they are unable to do so because they do not have the capital to make new loans. 

Securitization also presents other problems. Securitizing a loan makes it more difficult to modify the loan 

as compared with a loan held on the balance sheet of the lender. Securitization limits options for 

modifying the terms of a loan, even if it would be in the best interest of both the borrower and investor. 

Similar restrictions apply to loans funded by bonds. 

(If a borrower is at high risk of default, the loan holder should prefer to sell the borrower's loans at a 

discount to recover cash. The much lower risk-adjusted price might then enable the new holder to offer 

more flexible repayment terms to the borrower and still earn a profit. For example, the new holder might 

be able to offer the borrowers an income-based or income-sensitive repayment plan, yielding a more 

affordable monthly payment.)  

Student loan auction rate securitizations (SLARS) represent a more specialized version of the problem. 

SLARS attempted to treat securitizations of long-term obligations like short-term investments. Every so 

often (usually once a month) investors could buy and sell SLARS in an auction-like process. Companies 

would park their cash in SLARS, knowing that they could sell the investment at the next auction. But 

demand for SLARS fell short of the supply, and when the market makers stopped buying the remaining 

surplus SLARS, the marketplace collapsed. Nobody was willing to buy SLARS if there was a risk that 

they wouldn't be able to sell their investment later and would be forced to hold the SLARS until maturity. 

Investors stopped buying SLARS because investors stopped buying SLARS.  

The CFPB Should Explore Options for Thawing the Capital Markets 

The Consumer Financial Protection Bureau (CFPB) should explore ways to thaw the capital markets. 

There are many possibilities, such as acting as a market maker, using a mechanism like TALF or acting as 

a secondary market for buying securitizations and loan portfolios. The CFPB could also provide some 

form of credit enhancement to boost investor confidence in securitizations, such as by providing standby 

                                                           
1
 Given that five years have passed since the start of the subprime mortgage credit crisis, borrower payments may 

have returned as much as a fifth of the principal balance of the loans. Some non-bank financial institutions could 

use this capital to make new loans.  
2
 There has been a recent increase in securitization activity, especially for loans of the riskiest credit quality. 

However, the cost of funds to lenders is still high. Investor demand for securitizations, although much improved, is 

still somewhat weak.  
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loan purchase authority or other guarantees for SLARS and other frozen financial structures.
3
 This might 

jump start the student loan market. Such measures might even be provided at no cost or even a slight 

profit to the federal government. 

Another approach might involve issuing a tender offer to purchase all the shares in a securitization, to 

allow the securitization to be dissolved. That would certainly be attractive to investors who are currently 

stuck in SLARS, unable to liquidate their investments for cash. The federal government might even be 

able to buy the portfolio at a discount, given investor interest in regaining access to their cash. The terms 

of the loans could then be modified for borrowers who are struggling to repay their loans, and then the 

loan portfolio would become part of a new securitization. 

The CFPB could also address some of the problems that lead to a dysfunctional market. place for student 

loans. There is no secondary market for buying and selling student loans because of a lack of 

transparency. Student loan securitizations are among the most opaque forms of structured finance. It is 

usually not possible to drill down to see the individual loans in the portfolio and their cash flows. A lack 

of good cash flow data prevents student loan securitizations from being sold except in marketplaces for 

distressed assets. 

The restoration of a healthy marketplace for student loan portfolios would enable non-bank financial 

institutions (and in some cases, banks and hybrid entities) to sell their loan portfolios to raise the capital to 

make new loans. Some of these lenders would then re-enter the student loan marketplace, expanding 

opportunities for good quality borrowers to refinance their loans. Even the current holders of the loans 

might offer to refinance these loans or offer innovative benefits to borrowers, since competition from 

market re-entrants might force the holders to act defensively. 

The main limitation is that government involvement usually requires the loan portfolios to satisfy 

stringent quality standards. But loan portfolios consisting of distressed borrowers are unlikely to satisfy 

those standards, even if the risk would subsequently be reduced by allowing borrowers to refinance their 

loans or requiring borrowers to undergo debt counseling. One workaround might involve "averaging up" 

by mixing portfolios of low quality assets with higher quality assets. 

Other Ideas for Providing Financial Relief to Borrowers 

There are a variety of other ideas for expanding options for financial relief to borrowers: 

1. Borrowers could be required to undergo financial literacy and debt management counseling 

before refinancing their loans. This would add value by improving the credit quality of the loan 

portfolio. The CFPB could develop a model counseling curriculum and evaluate its effectiveness 

through a prospective, case-controlled randomized study.  

2. Options for financial relief should be standardized as much as possible, by encouraging all 

lenders to offer the same set of core repayment and forbearance plans. For example, every lender 

                                                           
3
 Government involvement would not only increase confidence in the market, but would also effectively cap lender 

cost of funds. This would indirectly reduce borrower interest rates to the extent that lenders passed on the lower 

cost of funds to the borrowers instead of retaining the savings through a greater spread between borrower 

interest rates and lender cost of funds.  
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might offer a 6-month grace period after graduation before repayment begins, short-term 

forbearances, mid-term partial forbearances (interest-only payments), extended repayment plans 

and graduated repayment plans. Every lender should also offer death and disability discharges. 

(Unfortunately, lenders are unlikely to increase the term of the loan for fixed-rate loans, since 

longer repayment terms are likely to increase the average cost of funds.) 

3. The exception to bankruptcy discharge of student loans should be repealed. Not only would this 

provide struggling borrowers with an option for financial relief through a clean slate, but it would 

encourage lenders to offer more compromises to borrowers, rather than risk losing the loans to 

bankruptcy discharge. 

4. Lenders should offer borrowers options for rehabilitating their loans. These would provide ways 

for borrowers to restore good credit by once again making payments as per the agreement. Since 

the loan holder can control what is reported to the credit reporting agencies, nothing stops the 

lender from removing the delinquencies and default from the borrower's credit history as a reward 

for rehabilitating the debt.  

5. Congress could choose to allow private student loan borrowers to refinance their loans into 

federal student loans, up to the borrower's remaining federal student loan eligibility. This might 

help borrowers who are struggling by providing them with more options for financial relief. It 

would also help teachers who inadvertently borrowed through private student loan programs to 

qualify for public service loan forgiveness.   

More Efforts to Prevent Over-Borrowing are Also Necessary 

While the focus of the CFPB notice is to solicit ideas for providing repayment relief and refinancing 

opportunities for borrowers in financial distress, more also needs to be done before students borrow more 

debt than they can afford to repay. Solutions can include improving college cost and debt disclosures and 

counseling, increasing federal and state investment in postsecondary education (e.g., increasing federal 

and state funding for student grant programs) and providing financial literacy training to more high school 

and college students.     

Loans limits on federal education loans should also be made more rational to make it more difficult for 

borrowers to over-borrow. For example, a student who is enrolled on a half-time basis can currently 

borrow the same amount as a full-time student. This just doesn’t make sense. PLUS loan borrowers can 

borrow up to the full cost of education, regardless of current or future ability to repay. The credit 

underwriting for the PLUS loan does not involve debt-service-to-income ratios or credit scores. There is a 

potential for moral hazard especially for graduate and professional school programs.  

The PLUS loan should be eliminated and replaced with Stafford loan limits based on the borrower’s 

projected future ability to repay the debt. The aggregate limits on the Stafford loan should be set equal to 

a projection of the student's expected starting salary.
4
 While it would be ideal to project future income 

based on the degree level, field of study and institution, practical considerations may require basing the 

loan limits on the average post-graduation income for just the degree level. (Even short-term projections 

                                                           
4
 If total student loan debt at graduation is less than the borrower’s annual starting salary, the borrower will be 

able to repay the loans in ten years or less.  
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of starting salaries have limited accuracy, so the intention is to provide a sanity check on loan limits, not a 

perfectly precise prediction.) Aggregate limits would be rounded to provide some stability to the figures, 

and would automatically be adjusted every 3 years.  Annual limits would be based on the remaining 

aggregate loan eligibility divided by the number of years left in the educational program, prorated 

according to the enrollment status. The loan limits would then provide borrowers with a signal as to 

affordable debt. This isn't a perfect solution, but it will yield reasonable loan limits. Any play within the 

joints (e.g., a student pursuing a Bachelor of Science degree in nursing should perhaps be allowed to 

borrow more than a student getting a Bachelor of Arts degree in basket-weaving) will provide an 

opportunity for private lenders to improve the efficiency of the marketplace. 

More research needs to be conducted on predictors of default. For example, defaulted borrowers seem to 

be more sensitive to situations in which the total interest repaid over the life of the loan exceeds the 

amount borrowed. This can occur with longer repayment terms and higher interest rates. The trigger 

seems to be due to a logical fallacy, that the borrower is repaying more than the amount borrowed.  

(Borrowers repay more than the amount borrowed on any loan with a non-zero interest rate.) It is unclear, 

however, whether this increased sensitivity is a predictive of default. It may be that defaults cause 

borrowers to be more sensitive to such scenarios, perhaps because of the personal experience of the 

borrower with higher interest rates and longer repayment terms. Other potential predictors might include 

the amount of first-year student loan debt, debt-to-income ratios, and payments made progressively closer 

and closer to the due date. In any event, if the CFPB can identify reliable predictors of default, this might 

permit more loan counseling to be provided to borrowers at higher risk of default.  

There also needs to be better quality statistics and data on the health of the student loan marketplace. 

Private student loans should be recorded in the National Student Loan Data System (NSLDS) to allow for 

tracking of federal and private student loan debt at the granularity of individual borrowers. This data 

could then be aggregated in various ways to evaluate the average debt at graduation and the percentage of 

borrowers graduating with excessive debt for particular degree levels, fields of study and institutions. 

There also needs to be more accurate data on delinquency and default and the utilization of deferments, 

forbearances and various repayment plans. These are all potential indicators as to the percentage of 

borrowers who are struggling to repay their student loans.  

CFPB-2013-0004 122









CFPB-2013-0004 126



CFPB-2013-0004 127



CFPB-2013-0004 128



CFPB-2013-0004 129



CFPB-2013-0004 130



CFPB-2013-0004 131



CFPB-2013-0004 132



CFPB-2013-0004 133



CFPB-2013-0004 134



CFPB-2013-0004 135



CFPB-2013-0004 136



CFPB-2013-0004 137



CFPB-2013-0004 138



CFPB-2013-0004 139



CFPB-2013-0004 140



CFPB-2013-0004 141



CFPB-2013-0004 142



CFPB-2013-0004 143







BUREAU OF CONSUMER FINANCIAL PROTECTION

[Docket No. CFPB–2013–0004]

Request for Information Regarding an Initiative To Promote Student Loan 
Affordability

AGENCY: Bureau of Consumer Financial Protection.

ACTION: Notice and request for information.

The Ombudsman seeks information in order to provide policymakers with further details 
on potential ways to increase payment affordability for private student loan borrowers in 
distress and on the risks of failing to do so.

The Bureau is interested in responses in the following general areas, as well as specific 
questions below. Please feel free to respond to any of the questions outlined below.
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This response is from Iowa Student Loan Liquidity Corporation® and its wholly owned 
subsidiary, Aspire Resources Inc.SM, hereinafter jointly referred to as Iowa Student Loan.

Iowa Student Loan is a private, nonprofit corporation established in 1979 pursuant to 
the general nonprofit laws of the state of Iowa. The primary purpose of Iowa Student 
Loan is to ensure that funds are available for students pursuing programs in 
postsecondary education or to pursue such other purposes as may be authorized by its 
board of directors pursuant to its articles of incorporation.

Iowa Student Loan is the only state-designated entity in Iowa that has the ability to 
finance student loan notes guaranteed and reinsured or directly insured in accordance 
with the Higher Education Act. Pursuant to state legislation enacted in 1992, Iowa 
Student Loan is also authorized to finance student loans other than those originated 
under the Higher Education Act.

The articles of incorporation provide for a board of directors composed of 11 members 
appointed by the governor of the state. Of these members, two represent Iowa banking 
institutions, four represent the general public and one director represents each of the 
following: Iowa savings and loan institutions, Iowa credit unions, Iowa regents 
institutions, Iowa private colleges and universities, and Iowa community colleges.

Iowa Student Loan’s mission is to help Iowa students and families obtain the resources 
necessary to succeed in postsecondary education.

Iowa Student Loan currently services Federal Family Education Loan (FFEL) Program, 
William D. Ford Federal Direct Loan (Direct Loan) Program and private student loans in 
excess of $10 billion. The company’s long history translates into a broad base of loan 
servicing competencies, including the areas of account maintenance, default aversion, 
call center operations, document management, compliance, quality assurance and 
information technology.

Iowa Student Loan supports students and schools by providing innovative interactive 
solutions for their use as they apply for and process student loans. Iowa Student Loan 
reinvests its earnings in Iowans through vital programs targeted in the greatest areas of 
need. These include a financial literacy tool to help borrowers make loan decisions;
benefits to U.S. service members; forgivable loans or grants to nurses and teachers 
who agree to work in Iowa; supplemental private student loans with interest rate and 
credit subsidies; and financial and in-kind support of the Iowa College Access Network 
(ICAN), which offers free college planning services to students, parents and school 
counselors. ICAN operates as an independent nonprofit 501(c)(3) educational 
organization with its own board of directors.
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Scope of Borrower Hardship

1. What are the primary drivers of private student loan borrower distress?

As a servicer of federal student loans and a provider and servicer of private student
loans, Iowa Student Loan notes that the most common challenge among students and 
families is deciding how much should be borrowed in the form of education loans to 
meet the student’s educational goals. In making this decision, some students and/or 
parents borrow beyond what is really necessary.

This challenge is related to the following issues:
 Difficulty in understanding and comparing cost of attendance (COA) figures 

across schools and the information within those COAs, and difficulty in 
differentiating between costs that are billable direct costs (i.e., tuition and fees) 
and those that are non-billable indirect costs (i.e., personal and transportation 
costs).

 Failure by families to understand that they do not necessarily need to borrow all 
or any of the loans listed on the student’s award letter from the school.

 A tendency by families to focus on what they can borrow instead of what they 
can contribute from their own resources.

 Lack of reliable income and employability projections related to the student’s 
major field of study/career path resulting in a disconnect between how much the 
student borrows and the income that is eventually available to meet the loan 
repayment requirements.

Additionally, two other phenomena have been observed that are frequently cited as 
drivers of borrower distress:

 Lack of completion of intended academic credential program for which loan was 
obtained.

 Unemployment or under-employment by the graduate.

a) What characteristics might predict distress at loan origination?

From surveys of Iowa Student Loan student borrowers and parents and counseling of 
borrowers who are in repayment, Iowa Student Loan notes the following frequently 
reported characteristics:

 A lack of saving for college expenses.
 An attitude that the family will borrow “whatever it takes” to pay for college 

expenses without a clear understanding of the impact that borrowing has on 
future incomes and eventual monthly repayment obligations.

 A general reliance on borrowing of education loans when the family has the 
ability to reduce (or totally forgo) the amount that is borrowed.

 An attitude by many parents that the student should be the primary borrower of 
education loans.
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 An unwillingness by many students to reduce their college expenses by choosing 
to live a more frugal lifestyle in college.

 A tendency of students to overestimate the income they will have upon the 
completion of their college programs.

 A general lack of sound money-management (budgeting) skills by students.

b)  What characteristics might predict distress for borrowers who complete a 
program of study?

General economic conditions impacting employment opportunities negatively at the time 
of graduation are very important, but difficult to predict, factors that cause some 
borrowers to have repayment difficulties. More specific to individual circumstances 
would the availability of employment in the desired field with anticipated income levels 
at the time of graduation and how the debt-to-income ratio for that individual stands.

Iowa Student Loan surmises that borrowing more than the projected starting salary for 
students in their field of study is of predictive value because, on average, these 
borrowers have student loan debt-to-income ratios that may exceed 12%. The U.S.
Department of Education, in its Gainful Employment Rules, proclaimed that student loan 
debt-to-income ratios greater than 12% are unsustainable.

Additionally, while it may be difficult to predict distress for borrowers who complete a 
specific program of study, Iowa Student Loan has determined ways to proactively help 
borrowers avoid potential distress before they enter repayment. Iowa Student Loan 
focuses on reaching out to borrowers prior to repayment. For example, counselors 
begin contacting borrowers by phone, letter and email approximately 150 days before 
they enter repayment to inform them of their approximate first due date, monthly 
payment amount and the different ways payments may be submitted. During this initial 
contact, information is provided to borrowers so they know how to reach out to Iowa 
Student Loan if they need help. This timely information gives borrowers the opportunity 
to budget and plan for their upcoming repayment. It also provides the opportunity for 
borrowers who are not yet employed to learn more about the different repayment plans 
and assistance that may be available. Determining who may be in trouble before they 
enter repayment is beneficial to both Iowa Student Loan and the borrower so that 
proactive steps can be taken to help the borrower succeed in repayment.

c)  What characteristics might predict distress during repayment?

Iowa Student Loan research has shown that the following impacts a borrower’s ability to 
repay:

 Unemployment.
 Under-employment.
 Overborrowing (defined as borrowing more than the starting salary of one’s first 

job can support).
 Excessive credit card debt.
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 Having multiple student loan servicers as this can cause confusion on who to pay 
and when.

 Personal/family tragedy or other unexpected event.
 Lack of communication by the borrower with his or her loan servicer.

Relative to the last point, Iowa Student Loan notes that a major problem exists with 
borrowers who refuse to respond to numerous attempts by servicers to contact them 
and offer assistance. As Iowa Student Loan services its private loans, it is able to make 
contact with borrowers approximately 60% of the time, once borrowers reach 60 days 
past due, using its best representatives working to reach these borrowers for two 
months. The good news is that when contact is made, Iowa Student Loan is able to help
many borrowers. The borrowers we reach are three times less likely to default than 
delinquent private loan borrowers we are unable to reach. The bad news is that the 
approximately 40% who refuse to talk with Iowa Student Loan representatives have a 
very high likelihood of default. As the CFPB contemplates why borrowers are not 
receiving more assistance from their servicers, it should first address the problem of 
borrowers who refuse to accept contact with their servicer.

d)  What are typical debt-to-income ratios of borrowers in distress?

In February 2011, the Iowa Student Loan research team completed a study of 
borrowers to investigate the impact of student loan debt-to-income (DTI) ratios on 
borrowers’ ability to successfully repay their student loans, on various lifestyle decisions 
and on lifestyle satisfaction. The DTI ratio has become an increasingly important metric 
when attempting to understand the impact of borrowing for postsecondary education. 
When students leave school and enter their repayment period, the burden level of 
monthly payments on student loans can affect lifestyle and possibly help predict 
successful repayment of the obligation.

According to the Project on Student Debt’s report on the class of 2011 the average Iowa 
debt upon graduation is $28,753. Looking at national starting salary1 data for more than 
800 jobs from the U.S. Bureau of Labor Statistics (BLS), 20% of the jobs would have a 
DTI ratio less than 8%, and 27% have a DTI ratio between 8% and 12% if they had 
student loan debt equal to the Iowa average.2  This leaves 53% with student loan DTI 
ratios above 12%.

                                           
1

Starting salary is defined as the 10
th

percentile salary from 2011 Occupational Employment Statistics 
data.
2
  Assuming a 7.00% interest rate for a 15-year term.
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Using data from the DTI study mentioned above, “distressed” borrowers can be proxied 
by a response that given their income, making student loan payments is “very difficult” 
or “difficult.” Of the 184 respondents that were classified as being in distress, 27 (15%) 
reported having no income. Only borrowers who reported having an income were 
included in the data set used to create the graph above. The average student loan DTI 
ratio for the group included in the graph above was 28%, the median value was 11%, 
and slightly more than 4% had DTI ratios at or above 100%.

For all respondents to the DTI ratio survey, 37 (8%) reported having no income. Only 
borrowers who reported having an income were included in the data set used to create 
the graph above. The average student loan DTI ratio for the group included in the graph 
above was 14%, the median value was 5%, and fewer than 2% had DTI ratios at or 
above 100%.
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It is clear by comparing the two groups shown in the graphs above that the distribution 
of student loan DTI ratios is very different between the two groups with distressed 
borrowers having much higher DTI ratios. Approximately 48% of the distressed 
borrowers have DTI ratios over the recommended 12%, while only 23% of all borrowers 
have ratios that high.

2.  How do borrowers in distress typically stay current with their private student 
loans? To what extent do borrowers reduce consumption or adjust living 
arrangements to meet obligations?

It’s difficult to clearly define how distressed borrowers “typically” stay current, as there 
are a wide range of individual circumstances and a wide range of techniques applied by 
borrowers. At Iowa Student Loan, representatives counsel borrowers to seek out any 
reasonable opportunities to cut expenses, expand income and manage debt obligations 
in ways most applicable to their circumstances.

Iowa Student Loan takes a financial counseling approach to preventing defaults. The 
company goes to extraordinary lengths to contact borrowers because Iowa Student 
Loan knows that if it can get them to talk to representatives, Iowa Student Loan can 
usually help them. Iowa Student Loan helps borrowers confront and solve the problem 
by assessing their financial situation to help enable them to make their student loan 
payments as well as meet their other financial obligations.

Iowa Student Loan takes a holistic approach to financial responsibility. Representatives 
encourage borrowers to adjust their lifestyle and their budgets so that they can meet all 
their financial obligations, not just their private student loans.

In Iowa Student Loan’s debt-to-income ratio study, there are borrowers whose behavior 
does not appear to reflect their financial status. Some borrowers with high DTI ratios 
have not been delinquent on their student loans (although consumer reporting agency 
data shows that a few may have been delinquent on other debts). Respondents with 
high DTI ratios but no delinquency in the previous year are different from other high DTI 
ratio respondents only with respect to their level of education; those with no delinquency 
tend to have a higher level of education. Similarly, some low DTI ratio respondents may 
have experienced extreme levels of delinquency (i.e., greater than 30 days past due). 
These respondents are different from other low DTI ratio respondents with respect to 
several characteristics. In general, those with extreme delinquency are less educated, 
have a lower individual and total income, and are less likely than other low DTI 
respondents to have established a savings account since leaving college.

The DTI ratio was found to be highly correlated with the self-reported level of difficulty 
and burden of making student loan payments. A borrower’s DTI ratio was found to not 
be a significant driver of delinquency on its own.
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Those who reported feeling burdened by their student loan payments have told Iowa 
Student Loan they delayed certain life events because of the burden. Events reported 
most frequently delayed due to the burden of student loan payments included (in order 
of frequency) vacations, further education, purchasing a car and purchasing a house. 
Although the incidence of life events delayed was not significantly different across the 
two DTI ratio categories, as a borrower’s DTI ratio increases, the number of events 
delayed due to the burden of student loan payments also increases. Suggesting that 
those with high DTI ratios must simply reduce their expenses in order to relieve the 
burden may not be realistic; of those indicating that they are burdened by their student 
loan payments, 94% have already reduced non-essential expenses in an attempt to 
ease the burden.

a) Do borrowers seek to reduce payments on federal student loans in order to 
make payments on private student loans?

Iowa Student Loan does not have reliable information to provide a detailed response to 
this question, though this would be among the strategies some borrowers consider.

b)  To what extent do borrowers in distress accrue other debt (credit cards, family 
loans) to meet private student loan obligations?

Iowa Student Loan does not have reliable information to provide a response to this 
question.

c)  To what extent do borrowers in distress forego ‘‘other nonessential expenses’’ 
to meet private student loan obligations?

Iowa Student Loan has only borrower-reported survey results about what nonessential 
expenses borrowers may forego to meet their private student loan obligations.

Survey respondents indicating that they felt burdened by their student loan payments 
were asked about measures they have taken or were willing to take in order to reduce 
expenses. The question reminded respondents that decreasing expenses on “non-
essentials” such as their cell phone plan, cable/satellite TV, dining out expenses, etc., 
could possibly help reduce the burden they felt. Respondents were asked to mark the 
choice that best indicated their attitude toward reductions of these expenses. The 
choices offered were:

 I have not done so and would not consider it.
 I have not done so but would consider it.
 I have already reduced but would consider more.
 I have already reduced as much as possible.

Approximately 94% of the survey respondents who said they were burdened by their 
student loan payments indicated that they have already reduced expenses; some were 
willing to look for more places to cut (39%) but more indicated that they had reduced as 
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much as possible (55%). One possible interpretation of this information is that a large 
proportion of respondents are savvy enough to know that they needed, at some point, to 
reduce expenses in order to relieve the burden. Of those who said that they have not 
attempted to reduce expenses (6%), two-thirds (4% of the total respondents) indicated 
that they would consider reducing “non-essential” expenses to relieve the burden.

Current Options for Borrowers with Hardship

3. What options currently exist for borrowers to permanently or temporarily lower 
monthly payments on private student loan obligations? To what extent have 
these affordable repayment options cured delinquencies?

Alternative Repayment Options

In addition to the standard repayment plan, all Iowa Student Loan private student loan 
borrowers can decide to utilize a Graduated Repayment plan and a Select 2 Repayment 
plan.

Repayment Plan Description
Graduated This repayment plan begins with a base minimum monthly 

payment, which increases by 10% every 24 months or two 
years. For variable interest rate loans, this increase is on top of 
any adjustments made due to increases in the interest rate.

Select 2 This plan allows the borrower the option to pay primarily only 
the interest during the first 24 months or two years of 
repayment. The amount increases to an equal amount 
following the first 24 months.

Short-Term Relief Repayment Plan

In 2009, Iowa Student Loan put in place a Short-Term Relief Repayment Plan for select 
borrowers who are at least 60 days delinquent. 

 Approximately 900 borrowers on this plan

 Qualifications:
 All the borrower’s private loans being serviced by Iowa Student Loan must be 

owned by Iowa Student Loan.
 Borrower must have at least one private loan between 60 and 150 days 

delinquent.
 Borrower must decline all other options (deferment, graduated repayment 

plan, Select 2 repayment plan).
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If all attempts by Iowa Student Loan to bring the loan current fail, Iowa Student Loan 
offers its Short-Term Relief Repayment Plan. The relief repayment plan requires the 
borrower to make one interest-only payment (i.e., the borrower makes less than a full 
monthly payment on the loan). Iowa Student Loan then issues a retroactive economic 
hardship deferment to cover any remaining delinquency on that particular loan. 
Accrued, unpaid interest is capitalized.

In response to the high unemployment rate among recent graduates in the wake of the 
financial crisis, Iowa Student Loan took an additional step. For borrowers on the plan, 
for six months, Iowa Student Loan adjusts their monthly payment to 25% of what it 
would have been if they were on a standard, or level, repayment plan. Any accrued, 
unpaid interest that is not covered by that reduced payment is forgiven by Iowa Student 
Loan.

The borrower is then required to make six more months of interest-only payments. Iowa 
Student Loan’s intent is to give the borrower short-term relief. Following one full year, 
the loan will be re-amortized and payments adjusted to payoff pursuant to the credit 
agreement.

The Short-Term Relief Repayment Plan is accepted by approximately 57% of those to 
whom it is offered, and the accounts of those who accept the plan and avoid default 
have an aggregate balance of more than $30 million. Iowa Student Loan intends to 
continue offering this program and tracking results in the future.

More detail on this plan is available to the CFPB if desired.

Post-Default

Iowa Student Loan attempts to contact defaulted private loan borrowers to offer to 
reduce the interest rate on their defaulted private loans to 0.00% and also to let the 
borrower select a monthly payment they can afford, provided the borrower properly 
executes and returns a settlement agreement and confession of judgment (where and 
when allowed by law). Upon receipt of a properly executed settlement agreement, Iowa 
Student Loan changes the borrower’s interest rate to 0.00% for the remaining life of his 
or her private loan(s), and changes the monthly payment due to the amount selected by 
the borrower.

As a result of the 0.00% interest rate, the borrower ends up paying less than he or she 
would have under the original defaulted loan. Additionally, the borrower avoids further 
legal action. However, the defaulted loan does remain on the borrower’s credit report 
and there is no principal reduction.

Iowa Student Loan also has additional payment options that are available to borrowers 
who are current or delinquent (but not defaulted). The company offers two types of 
graduated repayment plans to provide temporary assistance through a lowered 
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payment, without unpaid interest accrual and capitalization. The first is a typical 
graduated repayment plan option that starts with a base minimum monthly payment 
amount that increases by 10% every 24 months (or two years). The other is the Select 2 
repayment plan that lets borrower pay primarily interest during the first 24 months and 
then re-amortizes the loan to a standard, or level, installment amount for the remainder 
of the repayment term. These repayment options are available to any private loan 
borrower, not just the critically delinquent or defaulted.

One other note relative to borrower options: The rating agencies have rightly identified 
the overuse of forbearance on student loans as an area of concern in student loan 
servicing. Automatically granting a period of time when no payments are due does not 
solve a borrower’s problem, it makes it worse. This is because it empowers the 
borrower to ignore their financial issues and it results in an increase in their loan 
balance. After being cited by the rating agencies in 2008 for excessive use of 
forbearance, large for-profit private loan providers announced new policies to limit 
forbearance time. Even after implementation of this change, Iowa Student Loan’s 
percentage of accounts on forbearance is less than that of the large for-profit providers.

4.  How do lenders typically evaluate whether or not a borrower qualifies for these 
affordable repayment options? If lenders make use of financial models, what are 
the key drivers of these models?

Iowa Student Loan offers its Short-Term Relief Repayment Plan to all borrowers whose 
private loans are owned by Iowa Student Loan, who have at least one private loan 
between 60 and 150 days delinquent and who decline all other options (deferment, 
graduated repayment, Select 2 repayment).

No other financial modeling is utilized.

All Iowa Student Loan defaulted borrowers are offered the opportunity to execute and 
return a settlement agreement if and when Iowa Student Loan is able to make contact 
with them. No other eligibility or financial modeling is utilized. Interest and late charges 
may continue to accrue during this time. If the borrower signs a settlement agreement, 
Iowa Student Loan changes his or her interest rate to 0.00% for the remaining life of the
loan(s), and sets up a monthly payment selected by the borrower.

5.  Do lenders work directly with cosigners to modify terms? If so, how?

Iowa Student Loan works with cosigners in the same manner it works with borrowers.
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6.  What is the incidence or expectation of re-default rates among restructured 
private student loans?

Re-default rates have not been established for Iowa Student Loan’s settlement 
agreements; however, more than 73% of borrowers on settlement agreements are 
current in their payments as of April 1, 2013.

Past and Existing Loan Modification Programs for Other Types of 
Debt
7.  What are some examples of loan modification programs sponsored by a public 
entity or the private sector that have been successful? Which features of these 
programs might be applicable to a student loan affordability program? Which 
features of these programs might not be appropriate for a student loan 
affordability program?

Cautions about Federal Student Loan Rehabilitation

One example of a type of public sector loan modification program is federal student loan 
rehabilitation. Federal loan rehabilitation includes a consumer-friendly feature: the 
removal of the default indication from the borrower’s credit report. However, this benefit 
comes at an exceptionally high cost, since a significant increase in the borrower’s loan 
balance occurs to cover collection costs. Conversely, private loan settlements often 
result in debt reduction and 0.00% interest going forward.

Federal loans that have been rehabilitated have higher default rates than other federal 
loans. The borrowers who default, now with higher loan balances, find themselves once 
again exposed to the severe collection methods of the federal government, such as 
administrative wage garnishment, federal and state tax offset and offset of Social 
Security benefits.

Additional disclosures and counseling for borrowers considering federal loan 
rehabilitation may be warranted, to ensure these consumers fully understand both the 
positive and negative ramifications of loan rehabilitation.

Positive Feature of Federal Student Loan Rehabilitation Which Could Be Replicated in 
Private Student Loans

The CFPB could consider a recommendation that Congress amend the Fair Credit 
Reporting Act so that like under federal loan rehabilitation, holders of private student 
loans can legally remove default indications from the credit files of borrowers who sign 
settlement agreements.
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Cautions about Income-Driven Student Loan Repayment Programs

Another type of public sector modification programs are the federal student loan 
income-driven repayment plans. As policymakers have sought to help borrowers who 
are over their heads in student loan debt, they have implemented alternative repayment 
plans that are complex to the point where some borrowers may not understand them. 
Even after servicers explain the programs and documentation requirements, borrowers 
often complete the forms incorrectly and require additional assistance. Servicers have 
had to implement computer programs to calculate repayment amounts because it is 
challenging even for professionals to accurately calculate payment amounts. It would be 
helpful to consider, before pursuing further ideas in this area, to determine how and if 
such programs could be simplified and made more transparent so borrowers can more 
clearly understand them and servicers could more smoothly implement them.
The Income-Sensitive Repayment (ISR) Plan and Income-Based Repayment (IBR) Plan 
can only treat the symptoms of the problem, not its root cause: students who graduate 
“underwater” on student loans, having borrowed more than they can conceivably repay 
with the job they find. By masking the symptoms of the problem, the wide availability of 
these repayment plans may unintentionally hinder moderation of borrowing levels.

Servicing Infrastructure

8.  Is the servicing infrastructure utilized by major lenders flexible enough to 
process loan modifications at scale? What are the limitations of these servicing 
platforms? Are those limitations capable of being overcome? What are the 
estimated costs of overcoming those limitations?

Iowa Student Loan faces no significant constraints caused by its servicing system.

9.  What are the key differences between servicing of student loans compared to 
servicing of residential mortgages that must be considered when crafting an 
affordability program?

In attempting to discern the potential utility and structure of affordability programs for 
private student loans, a comparison of the asset types is in order. The federal 
residential mortgage assistant programs were a reaction to the mortgage crisis of 2008 
and after, while this RFI pertains to the current situation with student loans. There are 
significant differences and some similarities between these situations that are worthy of 
note.

Differences:
 In the case of mortgages, the making of loans to people who could not afford 

them was a deviation from long-standing prudent lending standards. In the case 
of student lending, loans are made prior to the student receiving a degree or a 
job, so it is inherent in student lending that current or even future income of the 
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primary applicant is not a consideration in making loans. In fact, some laws and 
regulations bar student lenders from considering factors indicative of future 
earnings potential.

 In the case of mortgages, houses dramatically decreased in value after loans 
were made. In the case of student loans, the value of the degree is unknown 
when the loan is made. It only becomes clear when the student selects a major, 
graduates and attempts to obtain employment. The value of any particular 
degree is knowable, but it is not known which degree, if any, the student will 
actually receive. It’s as if a mortgage is made for any house in a particular city, 
but the borrower picks the particular house after the loan is made. The house 
they end up picking may be very valuable or not very valuable, but they have 
already taken out the loan.

 In the case of mortgages, an active refinancing market exists that struggling 
borrowers cannot access. In the case of private student loans, a sizable, specific 
refinancing market does not exist; however, borrowers with good credit can and 
do refinance into other types of loans. It is only struggling borrowers who cannot 
refinance.

 Unlike mortgages, the majority of all private student loans include a cosigner that 
is not the spouse. This means that there is a second source of repayment that 
acts as a safety valve for struggling private student loan borrowers. If these 
cosigners have good credit, they can refinance the private student loan into other 
loan instruments.

Similarities:
 In both cases, many borrowers were allowed to borrow more than they could 

actually afford to repay.
 In both cases, the present situation is that the good purchased, be it a house or a 

degree, has a significantly lower value then the amount borrowed.
 In both cases, the borrowers in the worst need of refinancing or loan 

modifications have the worst credit, which means that private lenders are unlikely 
to be willing or able to write them new loans. Most cannot pass new loan 
underwriting criteria.

For most borrowers, the majority of their student loan debt is federal loans, with active 
consolidation and alternative repayment plan opportunities. So, availing themselves of 
the relief available therein may be all that is necessary for them to also be able to 
handle the payments on their private student loans. For those who cannot, most private 
student loans also have cosigners, so there is a built-in mechanism for payment 
assistance for the borrower. What it comes down to is that it is only the small 
percentage of private student loan borrowers without a cosigner, or those with a 
cosigner who is also struggling financially, who cannot refinance into other loan types 
and/or do not have a ready source of payment assistance.

Furthermore, borrowers who default on their private loans find they are able to avail 
themselves of very favorable settlement opportunities, which often include principal
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reductions and 0.00% interest over the remaining life of their loans. So, to further clarify, 
it is only struggling borrowers without cosigners (or with struggling cosigners) who 
sometimes find themselves without access to refinancing or loan modification, but this is 
only the case in the period prior to their default.

Comparisons with Federal Mortgage Assistance Programs
As with the federal mortgage programs (HAMP and HARP), it is only a small percentage 
of private student loan borrowers who are struggling to make payments or cannot 
refinance. Like mortgages, refinancing is not an option for delinquent borrowers. 
Therefore, like mortgages, two distinct and separate considerations are warranted for 
borrowers with two distinct kinds of circumstances.

If the goal is to avoid a default by the portion of private loan borrowers who are 
struggling without a cosigner to rely upon, the options are limited. Private lenders will 
view this borrower as an unacceptable credit risk and will not write them a new loan. As 
well, since most of these loans are securitized, lenders are restricted as to their ability to 
do pre-default principal reductions, interest rate reductions or extension of repayment 
terms. These would modify the repayment stream on which investors relied when 
investing in the securitization. A potential answer, then, is for the federal government to 
provide repayment assistance to these borrowers in the form of making part of their 
monthly payment. In this case, the borrower gets targeted relief, but investors also get 
their anticipated cash flow. This would require federal appropriations and program 
qualification rules.

Perhaps a simpler and less expensive solution would be to simply mandate that private 
student loan providers remove default indications from consumer reporting agencies 
upon putting into place loan settlement agreements. In this case, borrowers would be 
able to access very favorable post-default settlement terms without incurring further 
damage to their credit reports.

For private loan borrowers who are current but might want to refinance, a very important 
distinction needs to be made. If they borrowed from a not-for-profit provider, they likely 
did so at rates that are significantly lower than the rates offered to the majority of 
borrowers by for-profit providers. For-profit private student loan providers currently offer 
variable rates with APRs as high as 9%. In comparison, Iowa Student Loan’s main 
private loan program, the Partnership Advance Education Loan, currently offers variable 
rates with APRs between 4.57% and 4.89%. It seems unlikely that Iowa Student Loan 
borrowers could find any refinancing options with rates this low. This means that the 
borrowers with an inability to refinance at lower rates may be only those that borrowed 
from for-profit entities. Note: The analysis above assumes variable-rate loan borrowers 
are seeking a lower variable rate. Fixed-rate private student loans have only recently 
become available in the market place. However, at some point there may be fixed-rate 
loan borrowers who wish to refinance into variable rates and vice versa.
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Consumer Reporting and Credit Scoring

10.  How are payments plans for defaulted private and federal student loans 
currently reported to consumer reporting agencies? How are rehabilitated federal 
student loans reported by consumer reporting agencies, and how does that 
reporting affect credit scores?

Iowa Student Loan services federal student loans (both FFEL and Direct Loan program 
loans) as well as private loans. There are indeed many differences in the default 
processes and reporting among these programs.

For defaulted federal student loans, upon successful completion of nine consecutive on-
time monthly payments, the loan is sold to a lender and is now in “rehabilitation” status. 
When the federal student loan enters “rehabilitation” status, the default on the 
borrower’s credit record is removed.

In terms of its private loan products, Iowa Student Loan offers settlement agreements to 
its defaulted borrowers with a 0.00% interest rate for the remaining repayment period of 
the loan. Under this program, borrowers end up paying less than they would have 
otherwise paid. Unlike federal loan rehabilitation, these settlement agreements do not 
result in the removal of the default notation on the borrower’s credit record, but the 
company would like to work with policymakers to get this changed, as it greatly desires 
to help borrowers in this fashion.

In the Addendum, Iowa Student Loan includes more detail on its concerns with the 
federal loan rehabilitation program for federal student loans.

Lender Participation

11.  How might an affordability program sponsored by a public entity mitigate 
moral hazard and selection bias?

If the federal government were to provide repayment assistance to struggling private 
student loan borrowers in the form of making part of their monthly federal loan payment, 
federal appropriations and program qualification rules could be established that would 
include safeguards against moral hazard and selection bias.
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Borrower Awareness

12.  What are some examples of modification or refinance initiatives that 
successfully made borrowers aware of a new program? Which features of these 
programs are applicable in the private student loan market?

Short-Term Relief Repayment Plan
 Iowa Student Loan reduces private loan payments for a specified amount of time, 

after which the loan is re-amortized and payments are adjusted so the loan is 
paid off in the original loan term. Once contacted and offered this plan, 
approximately 57% of qualifying borrowers opt to take it, preventing millions of 
dollars in loans from defaulting.

Negotiated payments
 Iowa Student Loan attempts to contact borrowers with defaulted loans and work 

with them to negotiate payment plans with smaller payments.

Please see the response to question 3 for additional information on these programs.

13.  What are the most effective communication mechanisms to reach borrowers 
in distress?

The key to helping borrowers who are struggling to repay their loans is actually making 
contact with them. When Iowa Student Loan representatives are able to reach and talk 
to these delinquent borrowers, they greatly reduce borrowers’ chances of defaulting.
Representatives inform borrowers of the different assistance options available to them 
during repayment, and the benefits and disadvantages of the options are explained so 
that borrowers can choose their best option. With that in mind, Iowa Student Loan would 
be interested in any ideas of how to expand and enhance its ability to contact borrowers 
directly to help them in resolving any repayment issues or concerns

As borrower demographics change, loan servicers must be able to utilize multiple 
methods of contact in addition to traditional mailing of paper documents and telephone 
contact. More and more borrowers are turning to smart phones, text messaging, 
webchat and email, as well as other electronic communication mechanisms, and the 
diversity of borrower preferences in this regard makes use of all such communication 
methods important. Ensuring that the regulations keep pace with changing technology 
and do not inadvertently hamper a lender’s ability to communicate with borrowers in the 
manner and the medium that the customers prefer is important. Once lenders make 
contact with their borrowers, the likelihood of default is greatly reduced.
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Spillovers

14.  How do student loan payments impact access to mortgage credit? How does 
student debt impact a consumer’s ability to accumulate a down payment? How 
does student debt impact a consumer’s ability to meet debt-to-income 
requirements for FHA-insured and private sector mortgages?

Iowa Student Loan does not have reliable detailed information to provide in response to 
this question.

15.  To what extent does student loan debt impact the market for automobiles? 
How does student loan debt impact a consumer’s ability to secure an auto loan?

Iowa Student Loan does not have reliable detailed information to provide in response to 
this question.

16.  What evidence exists about the impact of student loan debt on consumption, 
savings, homeownership, household formation, entrepreneurship, and other 
indicators of economic health?

Iowa Student Loan does not have reliable detailed information to provide in response to 
this question.
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Addendum

We would be remiss in our response if we did not note that the vast majority of our 
private loan borrowers, including those in distress, also have significant federal student 
loan balances. Indeed, the far larger amount of loan balances in the aggregate, and 
individually, are federal student loans. For those reasons, we wanted to note some 
unique issues impacting borrowers in distress in those programs, which for the 
individual are woven into the overall repayment challenges we counsel them about 
alongside any private student loan obligations.

When evaluating the servicing of private student loans, comparison and contrasts are 
often made between private student loans and federal student loans. If private student 
loans are to be compared to federal student loans, then the only valid comparison is 
between private loans and the Federal PLUS Loan, for two reasons:

1. In almost every circumstance, private loans require cosigners. Most often, the 
cosigner is a parent. Since borrowers are getting private loans based on the 
ability of the parent cosigner to repay, private loans are like PLUS Loans.

2. Private loan programs include warnings for students to exhaust all Subsidized 
and Unsubsidized Federal Loan (made to students) eligibility prior to considering 
a private student loan. Therefore students should not be taking out private loans 
instead of Subsidized and Unsubsidized Federal Loans. Private loans do not 
compete with and should not be compared to Subsidized and Unsubsidized 
Federal Loans. Private loans are intended to cover the remaining cost of 
attendance after Subsidized and Unsubsidized Federal Loans have been 
applied, which is the same purpose and space occupied by Federal PLUS Loans.

While student borrowers have a number of repayment options available to them, 
Federal PLUS Loan borrowers are only eligible for the same standard, graduated and 
extended repayment plans as are also offered to many private loan borrowers. It is 
important to note that PLUS borrowers are not eligible for Income-Based Repayment 
(IBR) Plan available to other federal loan borrowers. In the case of private loans offered 
by non-profits, hardship deferments are available to borrowers who struggle to make 
payments, like under the PLUS program.

While Federal PLUS Loan borrowers may be eligible for loan rehabilitation after they 
default, this is actually a more expensive and less advantageous option than the 
settlement agreements offered by private loan borrowers. While the default indication 
may be removed from the rehabilitated PLUS borrower’s credit report, this feature 
comes at a very high price relative to the debt relief they can receive when settling their 
private student loan.

Significant fees and costs are added to loans when they are rehabilitated, while 
previous interest rates are maintained. In addition, those borrowers in default on federal 
loans who do not rehabilitate their loans, or re-default on their rehabilitated loans, are 
subject to the same credit reporting as private student loans, as well as automatic and 
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punitive collection tools, such as administrative wage garnishment, federal and state tax 
offset and offset of Social Security benefits. Federal student loans are exempt from 
statute of limitations, so these collection activities continue until the debt is repaid.

Conversely, private loan settlements often result in debt reduction and 0.00% interest 
going forward. It is also true that, unlike loan rehabilitation, Iowa Student Loan does not 
add collection costs to the borrower’s loan when they sign a settlement agreement.

When defaulted private loan borrowers make payments to Iowa Student Loan, none of 
their payments go to pay collection costs. By contrast, in the federal loan programs, 
20% of the defaulted borrower’s payment goes first to pay collection costs on the loan.

To help borrowers avoid default, Iowa Student Loan offers a graduated repayment plan 
that provides some of the advantages of the federal loan programs’ Income-Contingent 
and Income-Based Repayment plans. One key exception is that Iowa Student Loan 
investors and the rating agencies do not allow the company to write off loan balances 
after 20 years in repayment. However, as noted previously, Iowa Student Loan does 
offer interest forgiveness and a 0.00% interest rate in certain circumstances, which are 
not offered under federal loan programs. Iowa Student Loan also offers a relief 
repayment plan not offered under Direct Loan.

Finally, Iowa Student Loan offers forbearance time on private loans, which the borrower 
can use while in school or during financial hardship. A standard feature of these loans is 
a separation period before payments begin after the student separates from college, 
similar to the grace period on Direct Loans for undergraduates. Iowa Student Loan also 
offers loan programs with interest-only payments while students are in college, to help 
them avoid the increase in their loan balance that occurs when accrued interest is 
capitalized upon graduation.
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April 8, 2013 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street, NW  
Washington, DC 20552 
 
RE: Docket No. CFPB-2013-0004 

CFPB Request for Information Regarding Options to Increase Availability of Affordable 
Payment Plans for Borrowers with Existing Private Education Loans  

 
Dear Ms. Jackson:  
 
In response to the CFPB’s request for options that would increase the availability of affordable 
payment plans for borrowers with existing private student loans, published in the Federal Register on 
February 27, 2013, the Kentucky Higher Education Assistance Authority (KHEAA) and its sister 
agency, the Kentucky Higher Education Student Loan Corporation (KHESLC), respectfully submit the 
following comments. We believe the key to managing student debt begins with upfront financial 
education and responsible underwriting and offer the following details of our financial literacy 
activities and state-based supplemental loan program. 
 
KHESLC has been a leader in the education finance industry since it was created by the state 
legislature in 1978. In a March 27, 2009, Fitch Rating report, KHESLC received the highest rating 
possible, Proficient Plus, in regards to servicing Federal Family Education Loan Program (FFELP) and 
private loans. The Corporation established the Kentucky Advantage Education Loan (KAEL) program 
for students in October 2010, and the Kentucky Advantage Parent Loan (KAPL) roughly six months 
later.  
 
KAEL and KAPL are fixed-rate, state-based supplemental education loans available to any student or 
parent of a student attending a degree-granting Kentucky school, or any Kentucky resident attending a 
degree-granting school outside the state. The program was designed specifically for students who 
require additional funding to cover educational expenses beyond federal student loan options, but with 
interest rates lower than the Federal PLUS loan. Benefits like forbearance and death and disability 
discharge do mirror federal loan characteristics. 
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KHESLC prevents over-borrowing and delinquencies/defaults in several ways:  
 

 Minimum loan amount is $1000; aggregate limit is $75,000. 
 The annual loan amount may not exceed the students’ cost of attendance less their financial aid 

award. 
 All loan amounts are school certified and paid directly to the institution. 
 Applicants choose the repayment option (immediate, interest-only or postponed) that best fits 

their financial situation prior to disbursement. 
 Loan terms are automatically set for 10 years, but may be extended within specific 

circumstances.  
 Students, parents and co-signers must meet eligibility requirements through an underwriting 

process that considers creditworthiness and ability to repay. 
 Program eligibility requirements are also applicable to participating Kentucky schools.   

 
KHESLC has established that defaults will occur after 180 days of delinquency if a voluntary 
repayment agreement cannot be reached. Because of the relative newness of the KAEL/KAPL 
program, our strict underwriting criteria, our financial literacy efforts, and because of our intense 
“hands-on” approach to the portfolio, we have not experienced any defaults to date. As of April 8, 
2013, less than .5% of borrowers in repayment are 60 days past due. Total delinquency is l.32%.   
 

Scope of Borrower Hardship 

 

1. What are the primary drivers of private student loan borrower distress? 
 
KHESLC does not have data to support this answer aside from the obvious: not completing a degree, 
lack of budgeting skills, unemployment, illness, unexpected expenses, etc. We strongly believe, 
however, in the strength of not only our private loan underwriting criteria, but in the borrower 
education, outreach and financial literacy initiatives we perform across the state as part of our public-
service mission. This information empowers students to control their finances, be knowledgeable of 
the tools available when they need assistance, and sets them on a clear path to not only completing 
their degree, but completing repayment on their loans.  
 
Like many other not-for-profit lenders, our outreach programs help students understand admissions 
requirements, apply to institutions of higher education, apply for financial aid, increase their ability to 
complete the coursework required for a postsecondary degree (including tutoring and mentoring), 
improve secondary school students’ preparedness for postsecondary entrance examinations, and assist 
with repayment of student loans. We have numerous free publications, a mobile classroom, online and 
electronic resources, and 13 dedicated outreach counselors across the state whose primary job is to 
share financial aid information and provide one-on-one assistance. Recent outreach activities include:  
 

 Providing information to students and families on postsecondary education benefits, 
opportunities, planning and career preparation. 

 Providing information on financing options, including activities that promote financial literacy 
and debt management among students and families. 

 Directing outreach to students who may be at risk of not enrolling or completing college. 

CFPB-2013-0004 167



 
 

 
EQUAL OPPORTUNITY EMPLOYER M /F/ D 

 

 
10180 Linn Station Road, Suite C200   •   P.O. Box 24266 Louisville, KY 40224-0266   •   (502) 329 7079   •   FAX (502) 329 7080   •   www.kheslc.com 

 

 Assisting students and parents in completing the Free Application for Federal Student Aid 
(FAFSA). 

 Supporting professional development for middle and high school counselors, adult education 
providers, financial aid administrators and admissions counselors at institutions of higher 
education to help them assist students with college access issues. 

 
a. What characteristics might predict distress at loan origination? 

 
Kentucky Advantage loans are school-certified and limited to the cost of attendance less financial aid. 
In addition to borrowers and/or their co-signers having a qualifying FICO score, a moderate debt-to-
income ratio and adequate monthly income, KHESLC’s underwriting policy generally requires that 
institutions themselves be eligible to participate with Title IV Aid. Institutional eligibility may be 
suspended due to pending litigation brought forth by any state’s Attorney General or the federal 
government, or because of revocation of Title IV aid eligibility.  
 
The heavy presence of co-signers in our portfolio (83%) is a key indicator that these are more “family” 
than “student” loans. A co-signer is required for any requested amount more than $30,000, which 
ensures that responsibility for repayment is not solely on the students’ shoulders. 
 

b. What characteristics might predict distress for borrowers who complete a 
program of study? 
 

Research has suggested five factors most likely to influence borrower default: 1 
 

 Parental education 
 Family income 
 Academic enrollment and intensity 
 Educational attainment 
 Academic preparation for higher education 

 
As a public service agency in a low socio-economic, low per capita income state, we are sensitive to 
the needs of our most vulnerable citizens and address all of these factors in our comprehensive 
outreach services. We emphasize the fact that a commitment to higher education does not end with a 
degree, but with the resolution of educational indebtedness.  
 

c. What characteristics might predict distress during repayment? 
 
We recognize that communication and early intervention are critical actions necessary to prevent 
borrower distress. Our agency provides Cohort Default Management Services for many universities in 
Kentucky and the surrounding area. It is composed of Early Intervention, Default Prevention, and 
Student Transition Services.  
 

                                                 
1 Gross, Cekic, Hossler, & Hillman (2009). What Matters in Student Loan Default: A Review of the Research Literature. 
Journal of Student Financial Aid, 39(1), 19-29. 
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Early Intervention reaches out to students who will soon be placed into repayment status due to 
graduation, withdrawal, or having dropped below part-time enrollment. This program offers proactive 
help to keep students from missing payments. 
 
Default Prevention contacts borrowers that are delinquent but not yet in default. These borrowers are 
counseled on their repayment options including deferments and forbearances. Once we determine the 
reason for the delinquency, we can offer the proper assistance and guide the borrower to financial 
health.  
 
Student Transition Services consists of time-released information to support the transition into higher 
education, promote financial literacy, navigate college life, encourage persistence and completion, 
educate students preparing to enter the workforce, and promote successful management of student 
debt. These messages are sent to targeted populations throughout their college career and include email 
content and tutorial style videos. In addition, contact information for key student services (student 
affairs, registrar, financial aid, etc.) at each specific school is included, as well as final year messages 
that provide critical information to assist students as they leave school, successfully enter the 
workforce, and effectively manage any incurred student debt. All students receive the following 
financial literacy/money management messages about: 
 

 How to manage money 
 How to budget 
 Banking tips 
 Credit and debit cards 
 Paystubs and taxes 
 Credit scores and reports 
 Identity theft 
 Insurance and contracts 
 Planning for student loan repayment 
 Know what you owe 

 Rights and responsibilities as a 
borrower 

 Deferments and forbearances 
 Loan repayment options 
 Loan servicers 
 Graduate school and loans 
 Loan forgiveness programs 
 Managing debt 

 

d. What are typical debt-to-income ratios of borrowers in distress? 
 
We do not have enough history in the Kentucky Advantage program to adequately answer this 
question. However, KHESLC proactively seeks to prevent borrower distress by considering 
characteristics such as debt-to-income ratio, FICO score, and monthly income in our underwriting. We 
do not lend more than the cost of attendance less financial aid and continuously encourage students to 
“right-size” their educational and career goals with manageable indebtedness.  
 

2. How do borrowers in distress typically stay current with their private student loans? To 
what extent do borrowers reduce consumption or adjust living arrangements to meet 
obligations?  

 
a. Do borrowers seek to reduce payments on federal student loans in order to make 

payments on private student loans? 
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b. To what extent do borrowers in distress accrue other debt (credit cards, family 
loans) to meet private student loan obligations? 
 

c. To what extent do borrowers in distress forego “other nonessential expenses” to 
meet private student loan obligations? 

 
As a not-for-profit servicer, we have the borrower’s long-term financial well being in mind and do not 
advocate reducing payments to other debt obligations in order to make student loan payments. Instead, 
we offer various tools and services to assist borrowers in creating a realistic budget and offer both 
short-term and long-term repayment solutions. We are cautious with borrower requests for forbearance 
time. While in some cases a pause in repayment is appropriate, loan servicing representatives clearly 
explain the effects of capitalizing interest and promote responsible budgeting. 
 

Current Options for Borrowers with Hardship 

 

3. What options currently exist for borrowers to permanently or temporarily lower monthly 
payments on private student loan obligations? To what extent have these affordable 
repayment options cured delinquencies? 
 

4. How do lenders typically evaluate whether or not a borrower qualifies for these 
affordable repayment options? If lenders make use of financial models, what are the key 
drivers of these models? 
 

5. Do lenders work directly with co-signers to modify terms? If so, how? 
 

6. What is the incidence or expectation of re-default rates among restructured private 
student loans? 

 

Regarding the questions above, economic hardship forbearance is available for Kentucky Advantage 
loans.  Both the borrower and the co-signer must complete an application form to document the 
financial hardship. Additionally, an extended repayment plan is available for balances over $15,000. 
We have not seen significant demand for either option, yet continue to maintain a very low 
delinquency rate and zero defaults because of outreach efforts and conservative underwriting.  
 

Past and Existing Loan Modification Programs for Other Types of Debt 
 

7. What are some examples of loan modification programs sponsored by a public entity or 
the private sector that have been successful? Which features of these programs might be 
applicable to a student loan affordability program? Which features of these programs 
might not be appropriate for a student loan affordability program? 

 
While we have yet to experience demand for a loan modification program, KHESLC recognizes the 
value of the loan rehabilitation program that is offered for defaulted federal loan borrower. The Fair 
Credit Reporting Act (FCRA), however, currently prevents private loan lenders from removing default 
indications from the credit reports of borrowers who participate in a voluntary rehabilitation program. 
We agree that this would be a borrower-friendly option for students experiencing extreme financial 
distress.  
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Servicing Infrastructure 
 

8. Is the servicing infrastructure utilized by major lenders flexible enough to process loan 
modifications at scale? What are the limitations of these servicing platforms? Are those 
limitations capable of being overcome? What are the estimated costs of overcoming those 
limitations? 

 
As both the lender and the servicer, KHESLC has flexibility within our servicing infrastructure to 
modify program requirements and repayment options to best meet the needs of Kentucky students and 
families.  

 
9. What are the key differences between servicing of student loans compared to servicing of 

residential mortgages that must be considered when crafting an affordability program? 
 
KHESLC feels the key to successful borrowing lies in responsible underwriting, including that for 
mortgages. Please see the answer to number 14 for more on this topic.  
 
Consumer Reporting and Credit Scoring 

 

10. How are payments plans for defaulted private and federal student loans currently 
reported to consumer reporting agencies? How are rehabilitated federal student loans 
reported by consumer reporting agencies, and how does that reporting affect credit 
scores? 

 
We only report KAEL/KAPL delinquencies to the consumer reporting agencies beginning at 60 days 
past due. We have not had to implement any post-default repayment plans. Please refer to our position 
on the FCRA on question number 7. 
 
Lender Participation 

 

11. How might an affordability program sponsored by a public entity mitigate moral hazard 
and selection bias? 

 
As is true of many state-based lenders, the foundation of KHESLC’s underwriting is in the assessment 
of the borrowers’ ability to repay. We have a duty to not only provide access to higher education, but 
to make sure that we do so in a manner that promotes responsible borrowing.  We avoid selection bias 
by not discriminating by institution type, cohort default rate or academic program in our underwriting 
evaluations. Our underwriting is based on individual characteristics and feel that any affordability 
program should be similarly based.  
 
Borrower Awareness 

 

12. What are some examples of modification or refinance initiatives that successfully made 
borrowers aware of a new program? Which features of these programs are applicable in 
the private student loan market? 
 

13. What are the most effective communication mechanisms to reach borrowers in distress?  
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Part of the challenge KHESLC faces with borrower awareness is in the fact that we cannot help 
someone in distress unless they are willing to speak to a representative. We utilize outgoing phone 
calls, letters and email messages when applicable, but cannot adequately counsel a borrower or provide 
assistance unless we make contact. The CFPB can help us and other not-for-profit lenders amplify the 
message that servicers are willing to work with borrowers and their current financial situation; ignoring 
the problem will only compound the problem.   
 
Additionally, in an era when our customer population relies less and less on land-based telephone 
lines, we are prohibited from using automatic dialers to reach out to many delinquent borrowers 
because of cell phone restrictions imposed by the Federal Trade Commission. Despite the increasing 
capabilities and reliance on smart phone technology, we are unable to send text message bill payment 
reminders or provide services like instant messaging chats. Lessening the restriction on these tools 
would allow us to more effectively reach borrowers we already have an existing business relationship 
with and promote responsible repayment.  
 
Spillovers 

 

14. How do student loan payments impact access to mortgage credit? How does student debt 
impact a consumer’s ability to accumulate a down payment? How does student debt 
impact a consumer’s ability to meet debt-to-income requirements for FHA-insured and 
private sector mortgages? 

 
Mortgage lenders typically do not differentiate between government and private student loans when 
considering an applicant’s debt liability. Underwriters only consider the minimum monthly payment of 
educational debt, not the debt as a whole. Despite the policy recommendations from entities like 
Young Invincibles2 that borrowers should utilize the Income-Based Repayment (IBR) plan to lower 
their monthly payment amount, extend the life of the loan, and thereby adjust their debt-to-income 
ratio in order to obtain a mortgage, this does not necessarily promote home ownership. Each mortgage 
company’s policy varies regarding whether or not they consider a modified repayment amount or 
amortize the remaining balance over 10 years.  
 
In addition, for FHA and VA loans, if a consumer can defer their student loans for at least 12 months, 
the liability will be completely ignored and not counted against the borrower’s overall monthly debt 
liability. We believe this is a disservice to borrowers and can entice vulnerable first-time home buyers 
and veterans into over-borrowing. We suggest that mortgage underwriting is further examined and 
streamlined in regards to considering educational debt.  
 

15. To what extent does student loan debt impact the market for automobiles? How does 
student loan debt impact a consumer’s ability to secure an auto loan? 

 
KHESLC does not have access to auto loan underwriting practices or statistics.  

 

                                                 
2 Mishory and O’Sullivan (August 15, 2012). Denied: The Impact of Student Debt on the Ability to Buy a House, 

www.younginvincibles.org. 
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16. What evidence exists about the impact of student loan debt on consumption, savings, 
homeownership, household formation, entrepreneurship, and other indicators of 
economic health? 

 
While student loans may be the foundation or first significant transaction upon which to build credit 
history, we must keep in mind that the demographics of student borrowers are changing rapidly. 
Nontraditional students are enrolling at increasing rates nationwide, and parents are borrowing more 
and more on behalf of their children.  
 
KHESLC’s sister agency, the Kentucky Higher Education Assistance Authority, administers the state’s 
college savings 529 plan. While no formal study on Kentucky could be found, it would be interesting 
to see what effect borrowing for college has had on subsequent college saving behaviors.  
 
Sallie Mae’s How America Saves for College 2013

3 study found that fewer families with children 
under age 18 save for college than they did in the recent past: 
 

 While nearly all parents believe college is an investment in their child’s future, only one-third 
has a plan to pay for college.  

 When asked to describe their feelings about saving for college, parents’ top answers were 
overwhelmed, annoyed, frustrated, scared, or that they don’t like thinking about it at all. 

 Among those not saving, 47 percent cite a barrier other than money. Top reasons include 
thinking that children would be awarded enough financial aid to cover the cost of college, 
children are too young or too old, uncertainty about which savings option to use, 
procrastination and feeling it is the child’s responsibility to save and pay for college. 

 Starting to save is most frequently prompted by major milestones such as a child’s birth (34%), 
starting school (24%), or learning about college costs from friends and family (20%). 

 Slightly more than one quarter (27%) of parents who are saving for college use a 529 college 
savings plan. However, more parents save for college using general funds or CDs (42%) and 
may miss out on tax incentives offered by a 529 account.  

 
In Kentucky, as in most every other state, the funding dollars for state financial aid has not kept pace 
with the demand for grants and scholarships. KHESLC strongly encourages families to save for future 
college expenses and minimize potential borrowing. We hope the CFPB can echo this message. 
 
Thank you for allowing us to provide comments in connection with this Request for Information. 
Please feel free to contact the undersigned if you have any questions concerning our comments or 
desire further information. We look forward to working with the Bureau on these issues in the future. 
 
Sincerely, 
 
KHEAA/KHESLC 
 
 
 
 
                                                 
3 Ipsos Public Affairs (2013). How America Saves for College 2013, www.salliemae.com. 
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For more information, please contact: 
 
Erin Klarer | Vice President of Government Relations 
Kentucky Higher Education Assistance Authority 
Kentucky Higher Education Student Loan Corporation 
: P.O. Box 798 | Frankfort, KY 40602-0798 
: 502.696.7442 | c: 502.259.8212 | f: 502.696.7496  
: eklarer@kheaa.com 
www.kheaa.com |  www kheslc.com 
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Comments Relating to Docket ID: CFPB-2013-0004, Concerning Student Loan Debt 
 
From: The Main Street Alliance  
3518 S. Edmunds St. 
Seattle, WA 98118  
  
To:  The Consumer Finance Protection Bureau 
 
The Main Street Alliance is an organization with some 1200 small business owners 
throughout the United States. We are grateful to the Consumer Finance Protection Bureau 
(CFPB) for the opportunity to comment on the growing problems associated with student 
loan debt.  
 
The size of accumulated student debt is huge -- Americans owe over $1 trillion on 
student loans. The size of this debt ranks second only to mortgage debt and exceeds auto 
loans and consumer credit.  
 
Problems associated with student debt have been exacerbated by a stagnant economy and 
rapidly growing tuition costs in both public and private higher education systems. 
 
Personal Effects on Small Business Owners: 
 
Perhaps the most difficult effect our business owners have to do with the student debt 
they personally carry or with debt carried by family members or employees. Our small 
business owners operate businesses that truly are small. If they or their families are 
burdened with student debt their ability to sustain or expand their businesses can be 
significantly curtailed.  Student debt burdens may cause valued employees to leave the 
“family” atmosphere of a small business by seeking opportunities with larger businesses 
with more lucrative benefits. 
 
Economic Effects: 
 
Debt of the magnitude represented by student loans cannot help but be a drag on the 
general economy. Surveys of small business owners show that, by a substantial margin, 
small business owners point to depressed demand in the economy as their number one 
business problem. As the CFBP has mentioned in its Request for Information, this issue 
was noted by the Department of the Treasury in a recent report: 
 

Americans owe $1 trillion on student loans that are predominantly held by the  
government. While this debt does not present direct risks to financial institutions, 
consumers with large student debt burdens may spend less and are more likely to 
have difficulty securing a mortgage. These factors could significantly depress 
demand for mortgage credit and dampen consumption. (Department of the 
Treasury, Office of Financial Research, 2012 Annual Report, p. 20). 
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This debt also dampens retail consumption in small businesses, particularly when 
accompanied by late payments and delinquency. As many as one in four of all federal 
student loan borrowers in repayment are past due1.  Late payments will negatively impact 
a borrower’s credit scores, home and auto loans, and, over time, the ability to get a job or 
to rent housing – all factors reducing consumption in the economy.   
 
Mitigating the impact of this debt on the overall economy will help alleviate the factors 
depressing demand for small business products and services. 
 
Other Economic Effects: 
 
There are at least two either economic effects that need to be noted.  
 

• Higher education is enormously important to the long term quality of the national 
economy. Increased costs of higher education combined with burgeoning student 
debt cannot but keep many from accessing improved educational opportunity 
which will have long term impacts on the economic future of the nation. 

 
• Increased entrepreneurial opportunity is important to the national economic 

revival. Those burdened with student debt will find it difficulty to find the credit 
needed to open new businesses – another depressive effect on the already sluggish 
economy. 

 
An Important Secondary Effect: 
 
Main Street Alliance members support the Affordable Care Act (health care reform). 
Successful implementation of this Act depends on a significant expansion of the 
availability of primary care physicians. High student debt accumulated by medical 
students drives many of them into more lucrative specialties.  
 
Solutions: 
 
While our small business members can easily point to the problem, pointing to solutions 
is somewhat more difficult. Here are some ideas that we encourage the CFPB to explore: 
 
Loan modification: As the CFPB notes in the Request for Information, efforts to focus on 
ways to reduce the size of student debt and the rate of delinquency cannot but help to 
have a salutary effect. Surely it is in the common interest of lenders and borrowers to 
work together to reduce a debt burden with such detrimental consequences to both. 
Incentives for loan modifications would help. 
 
Low interest rates: Another technique that would help is underwriting low interest rates 
that permit refinancing of loans.  This has been tried in the mortgage foreclosure context 
and should also be explored regarding student loans. The Federal Reserve has held down 
interest rates in other small business related initiatives.   
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Expand SBA Program: In 2010 the Small Business Administration began a program to 
assist those burdened with student debt to access credit to open new businesses. This 
program should be expanded. 
 
Tuition Reduction and Loan Forgiveness: In professions where there are critical 
shortages of trained professions, such as primary care physicians, federal an state tuition 
reduction and loan forgiveness programs should be expanded. 
 
Going Forward: 
 
Consumer Protections: Statutes of limitation, bankruptcy protections, and fair debt 
collection rules should be instituted for student loans.  
 
Transparency: In addition to strong consumer protections, new efforts to provide 
consumer education should be combined with strenuous truth in lending initiatives.  
 
For further information please contact: 
 
William Daley 
Legislation and Policy Director 
Main Street Alliance 
 
                                                 
11 Meta Brown, Andrew Haughwout, Donghoon Lee, Maricar Mabutas, and Wilbert van der Klaauw.  Grading Student Loans, 2012, 
the Federal Reserve Bank of New York. 
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April 8, 2013

Ms. Monica Jackson
Office of the Executive Secretary
Consumer Financial Protection Bureau
1700 G Street, NW
Washington, DC 20552

RE: Information Regarding an Initiative To Promote Student Loan Affordability: 
Docket No. CFPB-2013-0004

VIA ELECTRONIC MAIL: www.regulations.gov

Dear Ms. Jackson,

The Michigan Credit Union League (MCUL), the statewide trade association 
representing 98% of the credit unions located in Michigan and their 4.5 million members,
appreciates the opportunity to comment on the Consumer Financial Protection Bureau’s 
(CFPB) request for information regarding an initiative to promote student loan 
affordability.

The CFPB is reaching out to the credit union industry and other financial service 
providers to help identify opportunities to spur refinance and modification activity in the 
private student loan market.  Specifically, detailed information is being sought on ways to 
encourage the development of more affordable loan repayment mechanisms for private 
student loan borrowers.  The MCUL hopes this letter provides useful insight on the 
private student loan programs that credit unions are offering in Michigan and the success 
of those respective programs.

The MCUL and Affiliates have partnered with Credit Union Student Choice (CU Student 
Choice) to enable Michigan credit unions to make school-certified private student loans.  
Through CU Student Choice or other available student lending Credit Union Service 
Organizations (CUSOs), credit unions have the ability to control the rates and credit tiers 
of their student loans, ensuring value for both borrowers and the credit union while 
establishing the foundation for a long-term member relationship.

Credit unions set themselves apart from other private student lenders in a number of 
ways.  Education is one of the key components, which was highlighted in the Annual 
Report of the CFPB Student Loan Ombudsman (Annual Report) as an area of concern
for borrowers.  Credit unions are member-owned, service focused, not-for-profit entities 
that exist to help and serve our members rather than maximize profits.  Therefore, 
educating members about student loan options is part of the credit union “People 
Helping People” philosophy.  In addition, credit unions using a service provider to assist 
in the student lending process, such as CU Student Choice are given co-branding rights 
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to their website.  CUSO student lending websites offer a significant amount of 
educational material such as frequently asked questions that educate potential 
borrowers about the importance of applying for grants and scholarships first, then taking 
advantage of the maximum amount of federal loans prior to utilizing private student 
loans.

Credit unions are member-owned cooperatives, and their earnings are returned to the
members in multiple forms, including low loan rates.  The weighted average rate for 
private student loans originated by those credit unions in Michigan who have partnered 
with Student Choice is approximately 6.08%, which is comparatively lower than our 
peers.  Additionally, most credit union student loans do not have origination fees or 
prepayment penalties. 
  
Credit unions offering student loans typically have graduated repayment and deferment
options for their members as well.  Specifically, credit unions partnered with CU Student 
Choice offer an option to have their student loan amortized for the first two years once 
school is completed over a 40 year payment period, then over either 18 or 23 years for 
the remainder of the loan.  Typical repayments for student loans range between 20 and 
25 years (depending on loan balance).

In an NCUA report, it was indicated that private student loan delinquency nationwide is 
5.4%, but only 1.46% for credit unions.  In part, this is due to the fact that private student 
loans are underwritten by credit and other risk criteria prior to being funded, similar to 
other credit union loans.  Additionally, having a loan co-signer is common practice for 
credit union lenders.  In fact, 95% of the private student loans originated through CU 
Student Choice have a co-signer.

The CFPB has asked for comments related to the primary drivers of distress for private 
student loan borrowers.  From the credit union perspective, a significant amount of 
distress is related to unemployment or underemployment.  Many borrowers are also 
confused as to the repayment requirements for their different types of loans.  Credit 
unions can and do use this as an opportunity to contact distressed borrowers as soon as 
possible to address problems and provide appropriate education, assistance and/or 
financial counseling.  Typically, all avenues available to help the borrower are exhausted 
before a loan goes in to default.  

The MCUL strongly discourages the CFPB from implementing a regulation or guidance 
that would require the financial services industry to comply with specific private student 
loan modification requirements.  The MCUL believes this would be an unprecedented 
reach by the CFPB by extending their authority into programs and program terms that 
may not be feasible for a credit union to offer, and may affect the safety and soundness 
of offering private student loan programs to credit union members.  Because credit 
unions private student loan modification plans are based on a member service model 
and are unique and specific to individual situations, we believe any such regulation 
would be restrictive and beyond the scope of the CFPB’s powers.
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The CFPB in their request for comment, notes similarities between the mortgage and 
student loan market based on originators accessing funding through the asset backed 
securities market and the employment of third-party loan servicers unaffiliated with the 
original lender.  The MCUL concurs in part with those similarities as outlined by the 
CFPB, but disagrees that they are enough to truly consider the markets similar.  In fact,
the two markets are far more distinguishable.  The most obvious and pertinent difference 
is that mortgages are secured loans with a physical asset.  In most cases, a home 
purchase is the greatest physical investment a borrower makes, which significantly 
impacts their incentive to repay.  Private student loans are unsecured loans, with no 
physical tangible attached asset, requiring more care on the part of the lender.  In this 
context, it is also important to note that what separates the credit union industry from 
other lenders in the private student loan market (and provides further explanation as to 
our significantly lower default rate) is the stringent underwriting criteria used to determine 
the borrower’s future ability to repay (often resulting in a co-borrower).  This is a critical 
component, as credit unions fund and hold private student loans on their balance sheet, 
they are not securitized and sold which is another differentiator from the mortgage 
market.

Conclusion

As indicated in the Annual Report, the role of credit unions in the private student lending 
arena benefits the market and the CFPB received very few complaints from borrowers 
with private student loans from small financial institutions. As the cost of education 
continues to rise, it is important that the CFPB recognizes the importance of credit 
unions in the student lending landscape.  Therefore, we encourage the CFPB, prior to 
proposing regulation, to consider the impact of any potential proposal on credit unions,
who are responsible and positive actors in this space.  It will be critical that any proposed 
regulations provide exemptions for credit unions based on their utilization of sound 
underwriting practices and member-focused features and philosophy related to student 
loan programs.  

The MCUL appreciates the opportunity to provide comment.       

Sincerely, 

Dave Adams
Chief Executive Officer
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growing problem, and one which is not amenable to the primary means of clearing debt in the 
United States – negotiated workouts, modification of terms, or bankruptcy. 
 
For that reason, MDMA strongly supports the suggested initiative regarding private student loans. 
Additional repayment options, based on a debtor’s ability to pay, will help individuals control 
their financial picture, and will only improve the default and delinquency rates described in the 
supplemental information. 
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April 8, 2013 
 
 
Ms. Monica Jackson 
Office of the Executive Secretary 
Bureau of Consumer Financial Protection 
1700 G Street NW 
Washington, DC  20552 
 
 
RE:  Don Cohenour - Response to Request for Information regarding CFPB’s Initiative to 
Promote Student Loan Affordability 
Docket No. CFPB-2013-0004 
 
 
Dear Ms. Jackson: 

 
On behalf of its 1.3 million credit union members, the Missouri Credit Union Association (MCUA) 
appreciates the opportunity to respond to the Consumer Financial Protection Bureau’s (CFPB’s) 
request for information (RFI) to determine options that would increase the availability of 
affordable payment plans for borrowers with existing private student loans. Section 1035 of the 
Dodd-Frank Act establishes an Ombudsman for student loans within the CFPB. Among other 
things, the Ombudsman is responsible for making “appropriate recommendations” to the CFPB, 
Treasury, Department of Education, and Congress.  In October 2012, the Ombudsman 
presented a report, which recommended that policymakers identify opportunities to spur 
refinance and modification activity in the private student loan market. The notice seeks 
information from market participants, consumers, and other stakeholders in order to provide 
more detailed information on ways to encourage the development of more affordable loan 
repayment mechanisms for private student loan borrowers.  
 
MCUA supports the CFPB’s efforts to gather information regarding private student lending and 
to study closely the private student lending market.  For the purposes of this request, a loan 
modification refers to a restructuring of a debt obligation agreed to by the creditor and debtor 
where the creditor agrees to a concession. Credit unions that offer student loans do so as a 
service to their members.  
 
Credit unions are member-owned, not-for-profit financial cooperatives that operate for the 
purpose of promoting thrift, providing credit, and providing other financial services at competitive 
rates. As the only consumer-owned cooperatives in the financial marketplace, credit unions 
have a tradition of protecting consumer interests, and MCUA has consistently been a strong 
proponent of appropriate and sufficient safeguards, including those that relate to student 
lending.  Because credit unions are owned by their members, they have traditionally worked 
hard to minimize fees—to the extent feasible—on products and services, including in the area of 
student lending.  
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The private student loan market might benefit from further loan modification activity. Even with 
concessions, creditors might increase their net present value (NPV) of distressed loans through 
such modifications.  Private student loans are not secured by collateral and have generally 
lower outstanding balances relative to mortgages. These differences might fundamentally 
impact creditors’ economic calculus for determining whether to offer a change in repayment 
terms.  
 
Borrowers of federal student loans have a number of options to modify the terms of their 
obligations to ensure an affordable payment plan. For example, borrowers with a partial 
financial hardship can elect the Income-Based Repayment plan, which caps payments on 
eligible student loans as a percentage of income above 150% of the poverty line.  
Federally insured credit union (FICU) lenders are limited by statute and National Credit Union 
Administration (NCUA) regulations to adhere to certain lending and repayment parameters. 
FICU lenders typically work within these parameters to provide assistance to distressed 
borrowers on an individual basis to work out a repayment plan to fit their situation.  
 
Some credit union lenders offer interest-only payments to borrowers for a set period of time to 
allow borrowers to temporarily reduce their monthly obligations. Some also offer temporary 
forbearance as a way to temporarily suspend payments, limited to a particular period of time 
over the life of the loan, such as three to six months.  Some credit unions also require a small 
in-school monthly repayment (as low as $25 a month) and/or require a cosigner, such as a 
parent or guardian. In addition, it is our understanding that many of the credit unions that offer 
student loans not only offer lower rates for borrowers who have cosigners, but the credit unions 
often relieve the cosigner of their obligation if the borrower has made 12 consecutive monthly 
payments.
 
MCUA and its members believe that frequent communication with the borrower is essential to 
help reduce default. Credit union lenders typically contact the borrower promptly upon the first 
sign of default. Credit union lenders typically try to work with their members well before they 
default to avoid such a development.  
 
Thank you for the opportunity to respond to the CFPB’s request for information to determine 
options that would increase the availability of affordable payment plans for borrowers with 
existing private student loans.  We will be happy to respond to any questions regarding these 
comments. 
 
 
Sincerely, 

 
Don Cohenour 
President 
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April 2, 2013

Monica Jackson

Office of the Executive Secretary

Consumer Financial Protection Bureau

1700 G St., NW

Washington, DC  20552

RE: Docket No. CFPB–2013–0004

Dear Ms. Jackson:

On behalf of the National Association of Federal Credit Unions (NAFCU), the only trade 

association that exclusively represents federal credit unions, I write to you regarding the 

Consumer Financial Protection Bureau’s (CFPB) Request for Information Regarding an 

Initiative to Promote Student Loan Affordability. 

Student loans offer students a way to obtain an education when payments for tuition and 

other expenses are out of immediate reach. While public student lending should be the first 

avenue for consumers looking for help to fund their education, public student loan programs do 

not always cover all of the expenses required for college education. For college students in need 

of securing stu dent lending beyond what is available to them through public student loans, credit 

unions serve as important partners. Credit unions are unique in that they are member driven not 

for profit institutions that develop and market products specifically to best suit the needs of their 

members. At credit unions, products such as private student loans are often coupled with

unparalleled personal and responsible financial education that allows members to make educated

decisions about what is right for them.

The National Credit Union Administration recently wrote an article in their March edition 

of the NCUA Report stating that the private student loan market nationwide has a total 

delinquency (loans past due more than 60 days) of 5.4%, while the total delinquency for credit 

unions is significantly lower at 1.46%. Unlike other financial institutions, credit unions are 

philosophically, structurally, and financially incentivized like no other financial institution to be 

responsive to the individual needs of its members. Credit unions work with their members to 

ensure they are in an appropriate product and have an interest in building a life-long financial 

relationship with that individual.

The Bureau is also actively seeking information about private student loan servicing. This 

is a particular strength for credit unions because of the co-operative and member driven nature of 
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the way they do business. In the 2012 Annual Report of the CFPB Student Loan Ombudsman, 

credit unions were lauded for the small number of complaints stemming from borrowers of 

private student loans and when referring to credit unions the Student Loan Ombudsman stated, 

“Increased participation by small financial institutions might benefit the market.” Credit unions 

have a responsibility to listen to their members and treat them fairly in both lending and 

servicing. 

While credit unions as an industry are united by a focus on their members, each credit 

union and its members are different. Some credit unions have unique relationships with 

universities because their field of membership includes students, faculty and alumni from those 

institutions. Other credit unions don’t have direct relationships with universities but may have a 

member with a son or daughter who is thinking about going to college. We urge the CFPB to 

think seriously before introducing any proposal that applies a one size fits all approach to private 

student lending without giving credit unions the flexibility to best serve their members.

NAFCU and our members understand the importance of providing credit and responsible 

financial education for its members. NAFCU appreciates the opportunity to comment.  Should 

you have any questions, please feel free to contact me at PJHoffman@nafcu.org or (703) 842-

2212.

Sincerely,

PJ Hoffman

Regulatory Affairs Counsel

National Association of Federal Credit Unions
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For graduate and professional students, the challenge of alleviating student debt is growing as a result of recent policies. 
In 2011, the Budget Control Act eliminated the in-school interest subsidies for graduate and professional student 
Sta"ord Loans; these now accrue interest while students are in school. For a student taking out the maximum Sta"ord 
amount, this results in a yearly debt increase of $2,436 [2]. Overall, the elimination of the Sta"ord subsidized loan for 
graduate and professional students will add more than $18 billion to graduate and professional students’ debt burden 
over the next 10 years. At the same time, graduate and professional students face a 6.8% interest rate while many 
undergraduate students pay a 3.4% rate. 

2. Public and federal funding for education is dropping at a time of increasing costs
#e loss of the subsidized Sta"ord loans is also coupled with a persistent disinvestment in higher education.  Since the 
recession, states have cut their funding to public universities by an average of 28% [3]. #is loss of state funding for 
education comes at an increasingly di!cult time within our federal government as well. Indeed, with the across the 
board sequestration cuts implemented on March 1, 2013, our nation faces unprecedented challenges for our educational 
system. #e Department of Education is set to lose more than $2 billion. Other federal agencies including the National 
Science Foundation, National Institutes of Health, Department of Energy, and Department of Agriculture will lose 
billions in dollars allocated to funding research and development. #ese funding streams are incredibly important 
for ensuring that the cost of advanced degrees is manageable for students and that student debt does not continue to 
balloon, since more than 20% of all science and engineering graduate students rely on research assistant positions to pay 
for the cost of their education [4].

Unfortunately, these cuts to state and federal funding come at a time when there is an alarming increase in student debt 
across the nation. #e average debt incurred by a student pursuing a doctoral who applied for a FAFSA is $73,885. 
Students seeking professional degrees often accrue substantially higher debts, since there are fewer grants and scholarships 
available to them. #e rising cost of tuition, as well as other costs such as books and fees, has forced students to incur 
even more debt, which has also led to an increase in the default rate on federal student loans. In 2012, the 13.4% 3 year 
default rate on federal student loans was the highest in 14 years [5]. 

3. Student debt delays major economic decisions and a"ects our national economy
#ough there are a number of loan repayment options on the table for individuals working in public service, these 
programs can take signi$cant time for debts to be repaid and consequently delay major life decisions that will ultimately 
increase the economic well-being of our nation. As our nation’s young people strive to repay higher education loans, 
they will inevitably have to forgo other signi$cant economic investments. Our organization has heard from numerous 
students who lament their incapacity to buy a home, purchase a new car or save money in a long term retirement 
account given their student debt burden. #e long term e"ect of an entire generation of individuals saddled with such 
signi$cant debt is daunting, and surely our country’s economic recovery will be longer and more painful when this 
generation cannot make sound economic decisions because of debt.

4. Loan Repayment Programs are an intermediary solution to student debt problems; broader changes are needed 
to alleviate student debt including bankruptcy forgiveness and the potential for variable interest rates
We commend the existing programs that make repayment plans possible for people with high student debt including the 
income-based repayment plans and the newer “pay as you go” options. Nevertheless, more must be done to that ensure 
our nation can harness the full potential of our best and brightest students. Currently, student loans are not forgiven 
while all other debt is forgiven. Bankruptcy is not an economic situation that any person wishes to be in, and it is not a 
situation to be taken lightly. For those people who must unfortunately declare bankruptcy it is an incredible burden to 
continue to have to pay student debt. We encourage the CFPB and the Obama administration to consider options for 
allowing student loan debt to be forgiven in bankruptcy. 

We also encourage the Obama administration to consider opportunities that allow for student loan interest rates to 
%uctuate based on the market, with a cap in place to prevent signi$cantly high rates that might preclude people from 
pursuing higher education. Currently, government interest rates are set at a given rate, which prevents students from 
taking advantage of moments in time when market interest rates are lower than the given rate. In today’s market, interest 
rates are low and many individuals and families have been able to re$nance their mortgages and other debt to restructure 
their economic burdens. Ultimately, this kind of restructuring puts more money in the hands of students and families 
and can assist the nation in its economic growth. For students though, the inability to restructure their debt means 
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they are locked into rates that may be incompatible with the current market. #ese e"ects are felt especially hard at the 
moment by individuals who received loans for higher education in the 1990s, who may have interest rates hovering near 
10%. A system that bases interest rates on market rates, but also allows for student protection by putting a cap in place 
would ensure that student debt is minimized in the future.

5. Continued federal investment in higher education, research and development funding for our nation’s students 
is absolutely crucial to ensuring the long term management of student debt
Finally, as the CFPB considers additional options for minimizing student debt we encourage the administration to 
also consider the options that are available to students while they are in school to minimize their debt burdens. Federal 
scholarships, fellowships, work study and grants are crucial in ensuring that student debt is minimized in the future. 
Funding for the Department of Education is vital for these e"orts.  However, for graduate and professional students 
funding for research and development through our nation’s agencies is absolutely critical. As we face sequestration cuts 
and budget caps for the future, the opportunities available to our future generation of scientists, engineers, artists and 
public servants will ultimately shape the contributions they can make to society in both economic and social terms. 
Ensuring that government funding continues for the best and brightest individuals pursuing higher education and 
advanced degrees is absolutely necessary for the long term economic development of our nation and a reduced student 
debt burden.

#ank you kindly for the opportunity to comment on this important issue facing students across the country, and 
indeed, our entire nation. Should you have any questions or require any additional information please feel free to contact 
us.

Sincerely,

[1] Boudon, Raymond. 1974. Education, Opportunity, and Social Inequality: Changing Prospects in Western Society. New York: John Wiley & Sons.
[2] Subsidized Sta"ord loans for grad students ended in debt ceiling deal. 2011.  Daily Kos.  

http://www.dailykos.com /story/2011/08/01/1002009/-Subsidized-Sta"ord-loans-for-grad-students-ended-in-debt-ceiling-deal
[3] Weissman, Jordan.  March 20, 2013.  A Truly Devastating Graph on State Higher Education Spending.  #e Atlantic.  

http://www.theatlantic.com/business/archive/2013/03/a-truly-devastating-graph-on-state-higher-education-spending/274199/?goback=.gde_82991_
member_225864986

[4] National Science Foundation.  Science and Engineering Indicators 2012. 
[5] US News and World Report.  2012.  Examine the Scope of Student Loan Borrower Distress.   

http://www.usnews.com/education/blogs/student-loan-ranger/2012/12/05/examine-the-scope-of-student-loan-borrower-distress

Meredith Niles
Director of Legislative A"airs, NAGPS
Ph.D. Candidate in Ecology, Class of 2014
University of California, Davis
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 April 5, 2013 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street, NW 
Washington, DC 20552 
 
Docket No. CFPB-2013-0004 
 
Request for Information Regarding an Initiative to Promote Student Loan Affordability 
 
Dear Ms. Jackson: 
 
On behalf of the 140,000 members of the National Association of Home Builders 
(NAHB), I am writing to offer comments on the rise of student loan debt and its 
relationship to the housing sector, both impacts and causes. 
 
NAHB is a Washington, D.C.-based trade association whose broad mission is to 
enhance the climate for housing and the residential building industry. A federation of 
more than 800 state and local associations, about one-third of NAHB’s members are 
home builders and/or remodelers. Other members are associates working in closely 
related specialties such as sales and marketing, housing finance, and manufacturing 
and supplying building materials.  
 
Request for Comments 
 
The Bureau of Consumer Financial Protection (CFPB) is seeking comments on ways 
to encourage the development of more affordable loan repayment mechanisms for 
borrowers with existing private student loans. As part of this request, CFPB is 
seeking input on spillover effects of student loan debt into other sectors of the 
economy. NAHB’s comments focus specifically on factors giving rise to the 
increasing burden of student loan debt, as well as possible impacts from this change. 
 
 
Student Loans and Housing 
 
Most traditional buyers of homes (70% of the total market as of now, with the cash 
buyer share elevated over historical norms) require a mortgage to purchase a home. 
Hence, rising student loan burdens have the ability to exclude potential homebuyers 
from access to credit by reducing the amount of mortgage debt for which they can 
qualify. However, to the extent that student loans facilitate a college education, such 
students likely gain skills that should also enable a higher lifetime income, yielding an 
overall more productive economy.  
 

Economics and Housing Policy 

Robert Dietz 
Assistant Vice President, Tax and Policy Issues 
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Additionally, we want to draw your attention to an issue that has received less commentary, 
namely the potential housing crisis-related cause of rising student loan debt burdens. 
 
First-time Homebuyers 
 
While housing markets are improving, the return of first-time homebuyers at historical levels 
remains an issue. The most recent data from the National Association of Realtors indicates that 
the first-time buyer market share of existing home sales stands at 30% as of February 2013, 
down from 32% a year ago and considerably off the historical share of somewhat less than 40% 
according to data from the American Housing Survey.  
 
The exit of significant numbers of potential first-time homebuyers from the housing market has 
resulted in notable declines in homeownership rates for younger households. While all age 
groups have seen homeownership rates contract from mid-decade peaks, the overall decline 
registered by the 35-44 year cohort has been the largest. Indeed, the homeownership rate for 
this age group has declined nearly 10 percentage points below its peak level observed in mid-
2004.1  

 
 
The Impact of a Weak Housing Market on Student Loans 
 
One issue that has not been given significant attention is the degree to which the crisis in the 
housing market may have contributed to the rise in student loan debt. Traditional sources of 
college financing for students include resources from parents. However, the price declines in 
                                                
1 http://eyeonhousing.wordpress.com/2013/01/29/homeownership-rate-holds-steady-in-fourth-
quarter/ 
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housing, which exceeded 30% at their peak according to Case-Shiller data, resulted in declines 
of around 40% for median net worth from 2007 to 2010, per Federal Reserve’s wealth survey, 
the Survey of Consumer Finances.  
 
For example, according to the Fed data, couples with children saw median net worth fall from 
$147,500 in 2007 to $86,700 in 2010. Households headed by individuals aged 45 to 54, 
traditional ages for parents of college students, had median net worth fall from $193,700 to 
$117,900. 
 
These wealth shocks to homeowning parents had two impacts for college financial planning.  
First, aggregate levels of home equity are down significantly due to the historic price declines. 
Per the Federal Reserve’s Flow of Funds, from the first quarter of 2006 to the last quarter of 
2012, household equity in real estate has fallen $5.24 trillion. As a share of real estate value, 
the level of equity as a share of household real estate value has fallen from 59.4% to 46.6% as 
of the end of 2012. Such wealth shocks resulted in household balance sheet repair and 
crowded out resources that would have otherwise contributed to children’s college finances. 
 
Second and related to the decline in equity, the credit crunch resulted in a significant decline in 
the use of home equity loans. Home equity loans, with deductible interest payments under the 
rules for the mortgage interest deduction, are a mechanism for parents to access housing 
wealth for another form of capital investment: college education. 
 
Data from the Federal Reserve illustrate the degree to which the home equity loan market has 
tightened following the Great Recession. According to the Flow of Funds, the stock of home 
equity loans outstanding has been declining since 2008 and is now down $360 billion through 
the end of 2012. 
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The result has been, in part, that due to the weak housing market, the sources of college 
financing have shifted for some from the balance sheets of parents to the balance sheets of 
students. Student loan debt over the period of 2008 through 2012 rose by $387 billion. The 
pattern and scale of the declines in home equity loans and rise in student loan debt suggest a 
connection between these two issues. 
 
Clearly, there are other factors at work, but the data suggest the possible explanation that the 
rise in student loan debt has been caused in part by a shifting of implicit debt for education 
(home equity loans undertaken by parents, freeing up financial resources for paying for college) 
to explicit debt held by students. 
 
Coming full circle, this shifting of the source of financing will have impacts on homebuyer 
demand. Higher student debt loan burdens impair the ability of recent college graduates to 
qualify for a loan, thereby increasing the time required for such new households to become 
homeowners.    
 
Access to Mortgage Credit 
 
In January, the CFPB released a final Ability to Repay (ATR) rule which includes a definition of 
a Qualified Mortgage (QM). Importantly, the CFPB creates a safe harbor for loans that meet the 
QM parameters.  The CFPB determined that the QM definition would cover loans provided to 
consumers with a total debt-to-income (DTI) ratio of 43 percent or less. While the rule provides 
a transition period that will allow some loans with a DTI in excess of 43 percent to qualify as QM 
and provides an exemption for small servicers, DTI will be an important parameter in the 
availability of mortgage credit.   
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As first-time home buyers enter the housing market, the level of student loan debt will affect 
their ability to purchase a home since it will be factored into the DTI ratio. In an analysis of 2010 
mortgage originations, CoreLogic found that the DTI threshold included in the QM removes 
roughly 24 percent of all originations from the qualified pool.2  As these students enter the 
housing market, the level of student loan debt will be a hindrance to obtaining the most 
favorable interest rates since it may prevent them from meeting the QM requirements.  
 
Additionally, student loan borrowers will be delayed in saving for a downpayment. While 
downpayment is not a factor in the QM, it will affect a home buyer’s access to mortgage credit.   
 
Conclusion 
 
NAHB appreciates the CFPB’s attention to the emerging trends in student loan debt and the 
impact this trend has on other sectors of the economy.   
 
While NAHB does not have data at this time to estimate the specific impacts of rising student 
loan debt burdens on homebuyer demand, anecdotal evidence from our members suggests that 
this issue is a concern and has been increasing in terms of impact. However, other factors seem 
to have stronger impacts at this time, including overly tight mortgage lending rules and problems 
with appraisals. 
 
Nonetheless, the data indicating that the possible impact of changes in housing wealth on 
student loan debt burdens illustrate the importance of not enacting policies that would weaken 
housing demand, thereby putting downward pressure on housing prices. Such policy changes, 
including overly restrictive regulations regarding access to mortgage debt or weakening or 
eliminating the mortgage interest deduction, would surely make the student loan issue a more 
significant problem, with the potential for large economic and demographic consequences. 
 
This is particularly true with respect to the mortgage interest deduction, whose primary 
beneficiaries, as a share of household income, are younger households who, in the early years 
of a mortgage, are paying primarily interest and relatively little principal. Raising taxes on such 
recent college graduates, and student loan holders, could make the student loan problem 
worse. 
 
Thank you for considering these comments. If you have any questions concerning these 
comments, please contact Robert Dietz, NAHB Assistant Vice President of Tax and Policy 
Issues (202-266-8285, rdietz@nahb.org). 
 
Sincerely, 
 
Robert D. Dietz 
Assistant Vice President 
Tax and Policy Issues 
National Association of Home Builders 
 
 

                                                
2 http://www.corelogic.com/downloadable-docs/MarketPulse 2013-February.pdf  
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April 5, 2013  

The Honorable Richard Cordray  
Director  
Consumer Financial Protection Bureau  
1700 G St., NW  
Washington, DC 20552  
 

Re:  Docket No. CFPB–2013–0004 
 

[Transmitted electronically to www.regulations.gov.] 
 

Dear Director Cordray:  
 

I am writing on behalf of more than one million members of the National 
Association of REALTORS® (NAR) to comment on the Consumer Financial 
Protection Bureau’s (CFPB) Request for Information on student loan affordability.  
Though the CFPB is seeking input on very important questions concerning the 
availability of affordable student loan options, we have outlined the potential 
implications rising student debt may have on consumer access to mortgage credit, 
and more broadly, homeownership due to pending and finalized mortgage finance 
regulations. 
 

The National Association of REALTORS® is America’s largest trade association, 
including our eight affiliated Institutes, Societies and Councils. REALTORS® are 
involved in all aspects of the residential and commercial real estate industries and 
belong to one or more of some 1,400 local associations or boards, and 54 state and 
territory associations of REALTORS®.  
 

On numerous occasions, REALTORS® have expressed concerns that rules 
affecting mortgage markets promulgated without consideration of others being 
written, will together, put access to homeownership out of reach for a growing 
number of consumers.  As the CFPB and other policymakers evaluate options for 
addressing the affordability of student loans, NAR believe it is important to share 
our thoughts on how recent and pending rulemakings related to mortgage finance 
may impact those with growing student debt burdens who still hope to purchase a 
home at some point in the future. 
 

Ability-To-Repay and the Definition of a Qualified Mortgage (QM) 
 

Americans burdened with growing monthly debt payments will have 
restricted access to mortgage credit under the QM rule. 
 

In January 2013, the CFPB released a regulation that outlined rules for lenders to 
determine whether a borrower has the ability to repay their mortgage loan.  If the 
loan meets certain standards, it is designated as a Qualified Mortgage (QM), 
providing lenders a degree of protection from legal risks requested by many 
community banks and lenders.  This means the QM rule will largely determine the 
underwriting standards that a majority of lenders will use to qualify prospective 
borrowers.  Qualifying for a mortgage outside of these standards will likely become 
very difficult for many otherwise creditworthy consumers.  
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Basel III Bank Capital Standards 
 

Potential homebuyers may also find that banks are unwilling to lend to those who are unable to save for a 
significant down payment due to substantial cost increases for banks resulting from new Basel III rules. 
 

NAR supports strong capital requirements for our banking industry; however, in the near future young Americans may 
find that their community banks are less interested in approving mortgages for a new home purchase due to the expense 
of holding such loans.  Again, the scenario becomes even more troublesome should increased student debt payments 
make it more difficult for future generations to save for a down payment, particularly first time homebuyers who are 
typically more reliant on savings.   
  

 
 

The proposed Basel III international capital rule dramatically increases the cost for banks to hold mortgages and 
mortgage backed securities not backed by the government. These tougher requirements are partially based on down 
payment.  It is particularly harmful to borrowers with debt burdens who are unable to save 20 percent for a down 
payment since the cost for banks to hold these mortgages will rise 50 to 100 percent.   Americans who find their ability to 
save for a down payment is impaired by substantial debt burdens may eventually find that their local bank will choose to 
hold more cost effective assets than their mortgage under the proposed rule, such as debt issued by foreign countries. 
 

Conclusion 
 

NAR appreciates the opportunity to comment on the CFPB’s efforts to obtain more information on the affordability of 
student loans and their potential long term impacts on other areas of the economy such as housing.  New mortgage 
finance rules will have the ultimate effect of reducing homeownership opportunities for responsible young Americans 
with rising monthly student debt payments that limit their ability to save for large down payments. 
 

NAR believes that broader discussions of consumer finance issues and their impact on one another should not be 
avoided due to the complexity of coordination amongst Congress and various federal agencies.  Regulators should work 
collectively to understand the broad implications of the entire economic framework of such issues as growing debt, 
regulations, and the future accessibility of housing finance. 
 

We would be pleased to discuss these issues in more detail at your convenience. If you have any questions, please contact 
Charlie Dawson, our Policy Representative for Financial Services, at cdawson@realtors.org or 202.383.7522.  
 

Sincerely, 

 
Gary Thomas 
2013 President, National Association of  REALTORS® 
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lax underwriting, heavy use of Direct to Consumer (DTC) lending, loan amounts higher than 

Cost of Attendance, and variable interest rates with very high margins. 

 

 The Request for Information focuses on options for creating a loan modification program, 

as do these comments. Given rising default rates and borrower distress, providing payment relief 

for borrowers is essential.  However, loan modifications, while important, should be combined 

with other policies to provide relief to borrowers and prevent defaults in the future.  These 

policies include: 

 

• Restoring bankruptcy rights for all student loan borrowers; 

• Mitigating the impact of negative credit reporting on borrowers’ ability to access 

housing, employment opportunities and other basic needs; 

• Eliminating predatory student lending, including development of sound underwriting 

standards ensuring ability to pay; 

• Including provisions for flexible repayment and death and disability discharges in 

new originations; 

• Improving the availability and accuracy of information provided to students before 

they borrow; and 

• Vigorously enforcing federal and state laws to protect borrowers from origination and 

collection abuses and for-profit school abuses. 

 

With regard to loan modifications, because of the lack of important data, these comments 

are structured as a discussion of the potential trade-offs of different approaches, rather than as a 

recommendation of one particular model.  However, any proposed modification program, no 

matter how it is structured, should meet the following essential criteria to ensure it helps the 

borrowers most in need of assistance. 

 

1. Affordability: Loan modifications must provide a real financial benefit to borrowers 

and must be linked to the borrower’s realistic ability to repay.  This is essential not only to 

providing real relief to borrowers in distress, but also to prevent high re-default rates which 

would make the program not worth the expense from the servicers’ and investors’ perspective. 

 

2. Preservation of Borrower Protections: Participation in a loan modification program 

or acceptance of a loan modification offer should not result in a borrower losing any rights or 

protections she would otherwise have.  This includes forbidding any waivers of rights as a 

condition of modification and also structuring the program in such a way that previously exempt 

income or assets of the borrower are not placed at risk (for example, through the expanded 

collection powers available for federal loans) and time limits for collection are not lengthened 

beyond previously applicable statutes of limitations. 

 

3. Enforceability: Borrowers must have the ability to enforce their rights under the 

modification program, including the ability to dispute and appeal denials of eligibility and 

mistakes in the terms offered and to raise claims and defenses related to the program in legal 

proceedings. 
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4. Efficiency and Scale: The program must be designed to reach as many as possible of 

the borrowers in or at risk of default, both in order to assist those borrowers directly and in order 

to have a positive impact on the broader economy.  Eligibility criteria must be broad enough to 

encompass all borrowers in need of assistance and the program must be efficient in reaching 

those borrowers and in minimizing the barriers to uptake.  Reaching scale will require either 

mandating loan modification offers or providing effective incentives sufficient to induce 

servicers and lenders to modify a large number of eligible loans. 

 

5. Fairness: Any program, particularly one that relies on incentives to servicers or on 

purchase of loans from existing servicers and lenders, must not be a bailout or giveaway to 

lenders.  This is essential to avoid moral hazard on the part of lenders and servicers.  The 

industry should not be allowed to externalize the costs of the shortsighted and destructive lending 

decisions it made, particularly between 2005 and 2008.  Furthermore, the program must be 

structured to prevent servicers and lenders from “creaming” or selecting particular loans for 

modification in order to maximize their own finances and from receiving credit or incentive 

payments for modifications or other actions they would have taken anyway.  Finally, the 

program must have protections to prevent a disparate impact on borrowers of color or other 

protected groups. 

 

We urge the CFPB to evaluate any proposed loan modification program to determine 

whether it will – at a minimum – satisfy these five essential criteria.  We further urge the CFPB 

to gather any additional necessary information about industry practices and incentives and about 

the characteristics of borrowers in distress as quickly as possible so that it can choose the most 

appropriate of the available policy options and implement it without delay. 

 

II. Introduction 

 

Predatory private student lending shattered the dreams of many individuals seeking to 

better their lives through education.  These loans have become a curse, not an opportunity, for all 

too many borrowers. Those harmed by lenders’ predatory practices are now stuck trying to get 

those same lenders to provide relief. 

 

 Large and growing numbers of private student loan borrowers are falling behind on their 

loans.  Data is not publicly available on precisely which lenders, loan features and borrowers are 

most at risk of defaulting.  However, the available data strongly suggests that a large portion of 

private student loan (PSL) defaults is attributable to irresponsible lending practices that became 

particularly widespread during the period leading up to the credit crisis, roughly from 2006-

2008.  Private student loan origination during these boom years was driven by the demand for 

student loan asset backed securities (SLABS).  The loans were characterized by high volume, lax 

underwriting, heavy use of Direct to Consumer (DTC) lending, loan amounts higher than Cost of 

Attendance, and variable interest rates with very high margins. 

 

 Some borrowers who were targeted for these loans have also faced the difficulty of 

entering the workforce during the Great Recession. The poor economy has had a huge impact on 

the job prospects of these borrowers and exacerbated student loan burdens, but is only part of the 

story. Getting to the bottom of the default problem requires an understanding of the diversity of 
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students. The majority of college students are non-traditional, meaning that they did not enroll in 

college after high school, they work part-time or full-time as they attend school, or they support 

dependents.
3
 These student borrowers tend to default at higher rates, during good or bad 

economic cycles. 

 

 Aggressive marketing of PSLs impacted some borrowers more than others.  Low-income 

and non-traditional students were particularly hard hit.  While there was an overall increase of 

the percentage of undergraduates with PSLs from 5% in 2003-04 to 14% in 2007-09,
4
 increases 

were even larger among students at for-profit colleges (from14.1% in 2003-04 to over 40% in 

2007-08)
5
, and among students of color (increasing from 4.1.% and 4.6% to 17.3% and 13.2% 

for African-Americans and Hispanics, respectively).
6
 

 

 Not surprisingly, default rates are high for all PSLs originated during the boom period, 

and get higher with each vintage of loan originations.  Loans that are part of SLABS have 

particularly high default rates, with some pools of loans expected to experience lifetime default 

rates higher than 50%.
7
 

 

While it is important to improve loan origination, servicing and loss mitigation for all 

student borrowers going forward, there is good reason to pay special attention to the cohort of 

borrowers who were harmed by predatory lenders and the financial market’s huge appetite for 

SLABS.  The impact of payment unaffordability and default on these borrowers is huge and has 

a negative impact on the overall economy.  The burden on low-income borrowers is even worse, 

since these borrowers, as discussed below, are faced with the Catch-22 of forgoing essential 

needs in order to stay current or risking loss of employment, housing and other opportunities 

because of the negative credit impact of default and other adverse consequences. 

 

The goal of these comments is to explore options for providing relief to borrowers 

harmed by what will hopefully prove to be a short period of unusually aggressive and 

inappropriate lending activity.  If future loan originations are properly regulated, there should be 

diminished need for loan modification options. 

 

 Because of the unusual conditions and serious hardships faced by this group of 

borrowers, the need for assistance is great, and the risk of moral hazard is low – investor demand 

drove the origination of these loans, and with appropriate regulation, private lenders will 

hopefully not return to these bad practices. 

 

                                                        
3
 U.S. Dep’t of Education, Findings from the Condition of Education 2002: Nontraditional Undergraduates, Nat’l 

Ctr. for Education Statistics (2002); Center for Law and Social Policy, Yesterday’s Nontraditional Student is 

Today’s Traditional Student (June 29, 2011). 
4
 Consumer Financial Protection Bureau, Private Student Loans: Report to the Senate Committee on Banking, 

Housing, and Urban Affairs, the Senate Committee on Health, Education, Labor, and Pensions, the House of 

Representatives Committee on Financial Services, and the House of Representatives Committee on Education and 

the Workforce, 39 (August 29, 2012) [hereinafter “CFPB: Private Student Loans Report”]. 
5
 CFPB: Private Student Loans Report, Table 6. 

6
 CFPB: Private Student Loans Report, Table 4. 

7
 CFPB: Private Student Loans Report, 64. 

CFPB-2013-0004 208



 

 

5 

 The CFPB should be aggressive and creative in seeking solutions for these borrowers, 

including but not limited to creation of a loan modification program.  Just as in the mortgage 

industry, there seem to be institutional barriers to finding the win-win situation that puts 

borrowers back on the track of repaying their loans.  Laws and regulations that require private 

student lenders to have workable repayment programs for those who have gotten in trouble may 

be necessary to jump start this process.  We discuss these options in these comments. 

 

Mandatory loss mitigation can be justified both as a matter of ability to repay and as a 

safety and soundness issue.  From a safety and soundness perspective, institutions need to 

anticipate the possibility that the loan debt may prove unsustainable for some borrowers and to 

put in place programs to turn those loans into performing loans rather than write-offs. 

 

The Need for More Information.  Throughout these comments, we note gaps in the 

publically available data on the private student loan industry.  Information on the existing 

incentives of lenders, servicers and collectors, the terms of loans and on the payment, default and 

re-default patterns of borrowers will be helpful to creating an effective loan modification 

program.  The lack of this type of information in the private student loan context is a major 

impediment to understanding the scope of the problem and helping borrowers.  To the extent that 

any necessary information has not been provided in response to this request for comments, the 

CFPB should use its broad research and supervision authority to collect such information.
8
  As 

part of its efforts to improve loan modification options for student, the CFPB should increase its 

data collection and analysis.  It should collect and analyze data about existing loan modification 

programs and new ones that it might establish, to evaluate how they are working.  

 

III. Scope of Borrower Hardship 

 

A. What are the primary drivers of private student loan borrower distress? 

 

The agency asked about the characteristics that might predict distress at loan origination 

and during repayment. 

 

 There is very little empirical research on the causes of student loan distress.  What 

research is available is based mainly on federal student loan data.  The CFPB’s own research is 

one of the richest existing data sources for possible predictors of default in private student loans. 

Research based on federal loans has limited relevance to determining which features of PSLs at 

origination predict default.  However, the federal data is helpful in considering what 

circumstances lead borrowers to default later.  

 

 

                                                        
8
 The CFPB should collect data not only for its own purposes but to improve the availability of information for 

borrowers and policy makers.  One important step the CFPB could take would be to require reporting of private 

student loan information to the National Student Loan Data System (NSLDS), which currently has data only on 

federal student loans.  Consumers would then be able to see all their loans, both federal and private, in one place and 

receive counseling based on their total student loan debt.  In addition, colleges would be able to assess the usage of 

private loans among their students and craft policies to better encourage the use of federal loans first.  Researchers 

and policy makers would be able to analyze patterns of borrowing and determine if consumers are receiving the 

information they need to make informed decisions. 
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1. Loan Features and Origination Practices That Lead to Default 

 

 Based on default rates of PSLs, it is clear that certain loan features and origination 

practices result in higher default rates.  These features were hallmarks of the lending boom 

leading up to the crisis and were the result of lenders pushing the origination of loans that would 

produce the most profit when they were sold on the secondary market, rather than offering 

products that met the needs and repayment abilities of borrowers.  The factors discussed below 

were known to lenders at the time of origination.  Not all lenders engaged in all these practices to 

the same extent.  For example, non-profit lenders generally have much lower default rates as a 

result of better policies, such as choosing not to make loans to students at for-profit schools. 

 

 Loan features and origination practices that are associated with high default rates include: 

 

 Predatory Terms and Fees 

 

Unlike federal loans, there are no limits on the interest rates that can be charged for 

private student loans.  There are also no limits on origination and other fees.  We surveyed a 

number of private loan products in our 2008 report, “Paying the Price.”
9
  All of the loans in our 

survey had variable rates.  The lowest initial rate in our sample was around 5% and the highest 

close to 19%.  The average initial disclosed annual percentage rate (APR) for the loans in our 

survey was 11.5%.  Our results are confirmed by the CFPB’s research, which showed private 

lenders charged most borrowers interest rates higher than federal loans, and charged particularly 

high rates to borrowers in certificate and continuing education programs.
10

 

 

Some of the margins in our survey were shockingly high.  Multiple loans in our survey 

had margins of close to 10%.  This means that the variable rates for those loans were set at the 

prime rate plus nearly 10%.  The average margin was about 4.8%.  A review of Sallie Mae loans 

found that rates for products targeted to supposedly higher-risk borrowers, such as community 

college students and adults returning to school, could be as high as prime plus nine percent.
11

  

 

These high cost loans failed at very high rates. According to the CFPB, default rates on 

private student loans spiked following the financial crisis of 2008 as the recession “…exposed 

the weakened underwriting standards that were fueled by the capital markets during the 

securitization and lending boom.”
12

 

 

 

 

 

 

                                                        
9
 National Consumer Law Center, Paying the Price:  The High Cost of Private Student Loans and the Dangers for 

Student Borrowers (March 2008) [hereinafter “NCLC: Paying the Price”], available at 

http://www.studentloanborrowerassistance.org/blogs/wp-

content/www.studentloanborrowerassistance.org/uploads/File/Report_PrivateLoans.pdf. 
10

 CFPB: Private Student Loans Report, Appendix Fig. 2. 
11

 Christopher Mazzeo, Private Lending and Student Borrowing, in Footing the Tuition Bill 74, 81 (Frederick M. 

Hess ed., 2007). 
12

 CFPB: Private Student Loans Report, 63. 
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 Lending to Borrowers at Inferior Schools 

 

A number of studies affirm that the type of institution attended is correlated with 

default.
13

  For-profit colleges consistently have the highest federal student loan default rates, 

with a 15% federal student loan cohort default rate for borrowers entering repayment in 2009.
14

  

Borrowing rates are also highest in the for-profit sector.
15

 

 

Both Sallie Mae and Citi’s Student Loan Corporation have identified lending to students 

attending schools with lower graduation rates and lower earning potential as the main source of 

private student loan credit deterioration.
16

  These loans represented about 14% of Sallie Mae’s 

private education loan portfolio, but accounted for 54% of charge-offs in the company's portfolio 

in 2008. 
17

  Even Sallie Mae’s then-CFO Jack Remondi admitted that this is “… [o]bviously, a 

business model that does not make sense.”
18

  

 

 Direct to Consumer Loans 

 

Particularly during the heyday of predatory lending, many lenders aggressively marketed 

their student loan products directly to consumers. Another feature of lending in the years leading 

up to the crisis, and related to the use of Direct to Consumer lending, was an increase in loan 

amounts that exceeded the “Cost of Attendance” calculated by schools.
19

  By marketing loans 

directly to students, these lenders bypassed school financial aid offices, which, when they assist 

borrowers in putting together a financial aid package of grants, federal loans and private loans, 

cap the total amount borrowed at the cost of attendance.   

 

Among other findings, the CFPB noted that from 2005-2007, lenders increasingly 

marketed and disbursed loans directly to students, reducing the involvement of schools in the 

process.  The CFPB concluded that the credit quality of loans that were not school-certified was 

materially worse than average.
20

   

 

Lack of Information or Counseling 

 

The Consumer Financial Protection Bureau’s collection of complaints about private 

student loans indicates high levels of confusion among borrowers regarding their loans and the 

financial aid process. Many borrowers did not know the rules for federal aid eligibility and some 

could not identify whether they had federal or private loans.
21

  The increase in Direct to 

                                                        
13

 See, e.g., Mary Nguyen, Degreeless in Debt: What Happens to Borrowers Who Drop Out, Education Sector at 1 

(Feb. 2012), available at http://www.educationsector.org/publications/degreeless-debt-what-happens-borrowers-

who-drop-out. 
14

 The Project on Student Debt, Sharp Uptick in Federal Student Loan Default Rates (Sept. 12, 2011).   
15

 Id. 
16

 Fitch Ratings, Private Education Loans:  Time for a Re-Education, 7 (Jan. 28, 2009).  Citi sold Student Loan 

Corp. to Discover in 2010. 
17

 Alejandro Lazo, Sallie Mae Forecasts Surge in Defaults, Washington Post (Jan. 23, 2009). 
18

 SLM Corporation Q4 2007 earnings Call Transcript (Jan. 23, 2008). 
19

 CFPB: Private Student Loans Report, Figs. 7 and 7a. 
20

 CFPB: Private Student Loans Report, 25. 
21

 Rachel Fishman, What Borrowers Don’t Understand About Student Loans May Hurt Them, Higher Ed Watch 

(June 18, 2012). 
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Consumer lending, discussed above, contributes to borrower confusion by eliminating the school 

financial aid office from the transaction. 

 

Various studies have found a relationship between knowledge about student loans and 

likelihood of default.
22

  It is possible that more comprehensive information and counseling prior 

to a borrower incurring the loan debt would prevent some instances of financial distress down 

the road.  Regardless, disclosures and counseling are never enough to provide substantive 

protection for borrowers.  In a market full of securitized, complex products often made for Wall 

Street, not Main Street, borrowers cannot rely on disclosures to ensure they get the loan they 

want and can afford. 

 

Failure to exhaust federal loan options. 

 

At least in part due to the confusion between federal and private loans, and perhaps also 

due to the increase in Direct to Consumer lending, the majority (52%) of private student loan 

borrowers in 2007-08 borrowed less than they could have in federal Stafford loans.
23

  This is 

borne out by the experiences of borrowers who contact NCLC.  A first generation college and 

law student and member of the Air National Guard told us: 

 

The [law] school gave me a partial scholarship. I took out loans to make up the 

rest of the tuition and living expenses. These loans were confusing – somehow I 

ended up taking out a lot of private loans instead of taking out the max of my 

federal loans. 

 

He couldn’t find a job after graduating and went into default.  He now worries that he 

won’t be able to pass the moral character portion of the bar exam because of the default. 

 

In its July report, the CFPB found that 40% of private loan borrowers who also obtained 

a Stafford loan did not exhaust the total amount of Stafford loans for which they were eligible.  

The agency refined this analysis and released new information in August 2012.  The new 

analysis includes private student loan borrowers who chose to borrow 0 in Stafford loans, 

regardless of whether they applied for federal aid or not.  Based on this approach, the proportion 

of students who borrowed a private student loan but did not exhaust the individual Stafford 

maximum is 54.5%.
24

 

 

Borrowers that fail to exhaust federal student loan eligibility are likely to borrow higher 

amounts from private student lenders.  This increases the possibility of financial distress 

primarily because federal loan borrowers have access to flexible and affordable repayment and 

postponement options if they are unable to make standard payments on their loans.  As discussed 

in detail below, private loan borrowers do not have these options. 

 

                                                        
22

 See generally National Consumer Law Center, The Student Loan Default Trap: Why Borrowers Default and What 

Can Be Done (2012) [hereinafter “NCLC: The Student Loan Default Trap”], available at 

http://www.studentloanborrowerassistance.org/legal-policy/. 
23

 The Project on Student Debt, Private Loans:  Facts and Trends (July 2011). 
24

 CFPB: Private Student Loans Report. 
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2. Borrower Circumstances That Predict Default 

 

The limited data on drivers of student loan defaults after origination is based mainly on 

federal loan data.  However, these same predictors apply to private student loan borrowers, since 

they are essentially factors that reduce borrower income or ability to withstand financial shocks. 

 

It is difficult to predict a particular individual’s future income at the time of origination or 

even at the time she completes school.  Lenders can, however, detect useful patterns by 

examining data such as institutional job placement rates and average starting salaries. However, 

some of this data, particularly job placement rates used by unscrupulous schools, is notoriously 

unreliable.  Despite problems with the federal student loan default rate calculation, this 

information can also be useful in predicting the likelihood of borrower distress after completion 

or during repayment. 

 

Nearly all of the predictors discussed in the preceding paragraph relate to institutional 

qualities and performance data.  There are also some studies that cite individual characteristics 

that may be risk factors for default, including lower parental education attainment and high 

incidence of life traumas, including health crises.  The latter category, including health and 

family problems, is nearly impossible to predict.  

 

These factors should be used with a measure of caution.  For example, the CFPB noted in 

its August report that private student lenders’ use of cohort default rate data to make 

underwriting decisions may present fair lending concerns because racial and ethnic minority 

students are disproportionately concentrated in schools with higher cohort default rates.
25

  This 

does not mean that high cohort default rates and other measures should not be considered.  

Instead, care should be taken that all borrowers have access to affordable higher education 

options, and that lenders are not given free rein to gouge the most vulnerable consumers under 

the guise of “equal opportunity.”   

 

Some of the most commonly cited causes of federal student loan defaults are:
26

 

 

Low Incomes and Unemployment 

 

It should not be surprising that in studies of federal student loans, one of the strongest 

predictors of default is whether the borrower has sufficient income to pay back the loans.  

Researchers compiling a 2009 review of the literature on student loan defaults stated simply that 

most students default because their personal income is inadequate to keep up with their 

payments.
27

  This is likely magnified among students from lower-income families because the 

unavailability of a family safety net makes it more difficult to make payments during fluctuations 

in income.
28

A study using Department of Education data found that the percentage of borrowers 

                                                        
25

 CFPB: Private Student Loans Report, 80. 
26

 For additional discussion of these factors, see NCLC: The Student Loan Default Trap. 
27

 See generally Jacob P.K. Gross et al., What Matters in Student Loan Default: A Review of the Research 

Literature, Journal of Student Financial Aid (2009).  
28

 Id. 
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who still owed student loans after ten years was related to the borrowers’ salaries.  
29

  

Unemployment is another risk factor and clearly connected with lower incomes. 

 

Lack of Completion 

 

Lack of completion was the most commonly cited risk factor for default in the studies 

NCLC reviewed.
30

 In a 2008 Power Point presentation, the Department of Education stated that 

of the borrowers who defaulted on their Direct Loans (6-7 million borrowers), 70% withdrew 

before completing their program.
31

   

 

Completion rates are low in all sectors of higher education.  According to the Department 

of Education, 58% of first-time full-time students who started college in 2004 completed a 

bachelor’s degree within six years.  Students at four-year for-profit colleges had only a 28% 

graduation rate.
32

  

    

This does not necessarily mean that graduation causes lower default rates.  Though there 

is a strong correlation between completion rates and default, the cause and effect is less clear, 

largely because failure to complete is associated with other characteristics.  Whether they borrow 

or not, those who do not complete are more likely to come from low-income backgrounds and 

their parents are more likely to have lower levels of education than those who complete.
33

  

Borrowers who fail to complete generally have higher unemployment rates and lower incomes.
34

  

 

Type of Institution 

 

For-profit colleges consistently have the highest two-year default rates, with a 15% 

cohort default rate for borrowers entering repayment in 2009.
35

  The Institute for Higher 

Education Policy found that borrowers who attended four-year public or private nonprofits saw 

only a third or fewer borrowers become delinquent or enter default. In contrast, more than half of 

the students attending for-profit schools and two-year public institutions became delinquent or 

defaulted.
36

  Another study, by the Institute for Higher Education Policy found that borrowers 

who graduated with a certificate had a similar default rate as those who dropped out from public 

four year schools. 
37

 

                                                        
29

 Susan P. Choy & Xiaojie Li, Dealing with Debt:  1992-93 Bachelor’s Degree Recipients 10 Years Later, U.S. 

Dep’t of Educ. National Ctr. For Educ. Statistics (June 2006).  
30

 See generally NCLC: The Student Loan Default Trap. 
31

 John Pierson & Mark Walsh, Promote Student Success, Manage Delinquency and Prevent Defaults, U.S. Dep't of 

Education (2008), Slide 31. 
32

 National Center for Education Statistics, Postsecondary Graduation Rates, U.S. Dep't. of Education (2012).  Note 

that these official completion rates only track first time full-time students. 
33

 Lawrence Gladieux & Laura Perna, Borrowers Who Drop Out: A Neglected Aspect of the College Student Loan 

Trend, National Center for Public Policy and Higher Education, 6-7 (May 2005). 
34

 Nguyen, supra note 13 at 1. 
35

 The Project on Student Debt, Sharp Uptick in Federal Student Loan Default Rates (Sept. 12, 2011).   
36

 Alisa F. Cunningham & Gregory S. Keinzl, Delinquency:  The Untold Story of Student Loan Borrowing, Institute 

for Higher Education Policy, 21 (March 2011). 
37

 Id. at 24. 
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While not all research reaches the same conclusion, a number of studies have concluded 

that even after controlling for student demographics and completion rates, default rates are still 

much higher at for-profit institutions.
38

 

 

Loan Amount 

 

There have been contradictory findings regarding whether the amount of debt has a 

strong impact on default.  According to a few studies, the amount of debt is not a good 

predictor of default when other characteristics are considered.
39

  The Institute for Higher 

Education Policy found, for example, that borrowers who defaulted had fewer loans and 

lower loan amounts that those who did not default.
40

 This may be because those who drop 

out generally have lower balances, but are otherwise at risk for default.   

 

However, in a 2006 report, the Department of Education followed a group of federal 

student loan borrowers for ten years and found a correlation between the amount borrowed and 

default.
41

   Twenty percent of the borrowers in the study with $15,000 or more in Stafford loans 

defaulted at some point, compared to 7%-8% of those who borrowed less than $10,000.
42

  

 

Race and Ethnicity 

 

Some researchers have found a correlation between race and higher default rates, mainly 

among African American and in some cases Latino and Native American student borrowers.
43

  

However, the researchers generally acknowledge that relatively little is known about the factors 

that contribute to this difference.  Among other issues to consider, these students tend to borrow 

more.  According to some studies they are also more likely to be unemployed and less likely to 

be satisfied with their educational experiences.  Discrimination after leaving school may also 

play a role.
44

 

  

3. Debt-to-Income Ratios of Borrowers in Distress 

  

 The agency asked about typical debt-to-income ratio of borrowers in distress.  Although 

there is little empirical evidence on this point, we do have information from the borrowers who 

contact us through the Student Loan Borrower Assistance Project and from the clients we 

represent. 

 

                                                        
38

 See, e.g., David J. Deming, Claudia Goldin, Lawrence F. Katz, The For-Profit Postsecondary School Sector: 

Nimble Critters or Agile Predators? Nat’l Bureau of Economic Research (Dec. 2004); Mamie Lynch, Jennifer Engle, 

& José L. Cruz, Subprime Opportunity: The Unfulfilled Promise of For-Profit Colleges and Universities, The 

Education Trust, 28 (Nov. 22, 2010). 
39

 See, e.g., Robin McMillion, Student Loan Default Literature Review, TG Research and Analytical Services, 13-14 

(Dec. 22, 2004). 
40

 Alisa F. Cunningham & Gregory S. Keinzl, Delinquency:  The Untold Story of Student Loan Borrowing, Institute 

for Higher Education Policy, 22 (March 2011). 
41

 Susan P. Choy & Xiaojie Li, Dealing with Debt:  1992-93 Bachelor’s Degree Recipients 10 Years Later, U.S. 

Dep’t of Educ. National Ctr. for Educ. Statistics (June 2006).   
42

 Id. at vii. 
43

 See NCLC: The Student Loan Default Trap at 14. 
44

 Id. 
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Most of our clients originally incurred private loan debt under about $35,000.  By the 

time they seek legal assistance, this balance has usually ballooned considerably. We also have 

some clients with much higher levels of debt and hear from borrowers through our web site with 

higher balances, particularly graduate students. 

 

For our low-income clients, the debt-to-income ratios are extremely high.  Many of our 

clients are living solely on public assistance or Social Security income.  In those cases, the 

standard private loan monthly payments can be as much as 80% of their income or even more.  

Even for employed borrowers, the debt-to-income ratios of our clients are extremely high. An 

example is Rachel, who graduated with a degree in fashion marketing, but has been unable to 

find work in her field.  Her monthly take home pay is less than the monthly payment due on her 

student loans.  

 

B. What is the impact on borrowers of being unable to afford private student loan 

payments and/or of going into default? 

 

 The focus of NCLC’s advocacy is on assisting low-income borrowers.  For these 

borrowers, the impact of unaffordable private student loans is to force borrowers to choose 

between going without essentials or facing the severe negative consequences of default, 

including collection efforts and harm to credit, leading to difficulty finding housing and 

employment.  The result is a downward spiral:  instead of helping students better their lives, bad 

educational programs and bad student loans make it ever harder for students to find employment 

or even survive. 

 

1. Staying Current by Going Without 

 

There is very little empirical research on how borrowers stay current.  The information 

below is based mainly on our experiences with clients and on information from borrowers 

contacting us through our web site. 

 

Most of our clients seek assistance after struggling for years to stay current on both 

federal and private loans.  Most have had to cut back on all but the most essential expenses in 

order to try to pay private student loans. 

 

For example, we had a client last year with significant private loan debt.  A citizen 

immigrant from South America, he did not have parents or other relatives in this country to help 

counsel him when he applied to college to study to become an airline pilot.  He ended up with 

only a few federal loans and substantial private loans.  Although he ultimately completed school, 

he was unable to find employment as an airline pilot.  His work as an administrative assistant at 

an airline company pays barely more than minimum wage.  This client was unable to even rent 

his own apartment, instead sleeping at various friends’ houses.  He borrowed clothes and other 

items from friends. 

 

Another borrower who contacted us through our website reported that he was current on 

his student loan payments, but after paying those and his rent, he had only $80 left each month 

for other expenses.  These examples are unfortunately typical of many of our clients. 
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A recent report by the Institute on Assets and Social Policy illustrates not only how 

burdensome student loan debt lowers borrowers’ ability to make purchases, but also how it 

impedes asset building for the future.  This inability to save for the future and for future 

generations fuels the growing wealth inequality in our country, ultimately harming individual 

and family well-being and blocking economic growth.
45

  This problem affects everyone, but is 

particularly destructive for low-income communities and certain communities of color. 

 

2. Confusion and Efforts to Prioritize Debts 

 

The confusion about the type of loan a borrower has and the difference in repayment 

options leads many private loan borrowers to prioritize these payments over federal loans even 

though the consequences of federal student loan default are much more severe and there are 

flexible options available for most federal loan borrowers. 

 

We have counseled many clients who had stopped paying federal loans, but were still 

making payments on private loans.  In most cases, we are able to help those borrowers obtain 

affordable repayment plans for their federal loans.  However, this can be a complicated process if 

the borrower has already defaulted on federal loans and significant damage has already occurred. 

 

We find that private loan collection efforts are very aggressive.  As one borrower told us: 

 

AES [American Education Services] calls me between 5-30 times A DAY 

requesting a payment that I told them I cannot afford, they refuse to work with me 

on lowering my payments to an affordable or manageable amount… Further, the 

amount owed after interest is now nearly three times the amount I borrowed and 

growing everyday! 

 

Private loan collectors also often exploit borrower confusion. It is particularly common 

for collectors of private student loans to claim that they can use collection tools unique to federal 

loans, such as Social Security offsets.
46

  Borrowers may feel compelled to pay more to a private 

loan collector in these cases even though it is only the federal government that has the most 

extreme collection powers. 

 

3. Severe Negative Consequences of Default 

 

 Credit Reporting 

 

Though many have noted the relationship of student loan debt to inability to qualify for a 

mortgage,
47

 the credit reporting implications of student loan debt, especially for low-income 

                                                        
45

 Thomas Shapiro, Tatjana Meschede, Sam Osoro, The Roots of the Widening Racial Wealth Gap:  Explaining the 

Black-White Economic Divide (The Institute on Assets and Social Policy, February 2013). 
46

 See, e.g., Strom v. National Enterprise Systems, Inc., 2011 WL 1233118 (W.D.N.Y. March 30, 2011) (alleging 

that collector of private student loan advised that it would seize plaintiff’s SSDI funds in bank account). 
47

 See, e.g., Janet Lorin, Rising Student-Loan Delinquencies Hurt Young Homebuyers, Bloomberg (Feb. 28, 2013), 

http://www.bloomberg.com/news/2013-02-28/rising-student-loan-delinquencies-hurt-young-homebuyers.html; Jen 

Mishory and Rory O’Sullivan, Denied? The Impact of Student Debt on the Ability to Buy a House (Young 
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borrowers, is much broader.  Credit reports are currently used for many purposes beyond basic 

lending, such as employment, housing, and insurance. 

 

Unaffordable private student loans may place borrowers in a “Catch-22” where 

delinquency on their private loans prevents them from obtaining jobs necessary to afford the 

payments.  Nearly half of all employers do credit checks on some or all of their employees when 

hiring.
48

  A recent study by Demos found that these positions were not limited to high 

management positions, but also to “jobs as diverse as doing maintenance work, offering 

telephone tech support, assisting in an office, working as a delivery driver, selling insurance, 

laboring as a home care aide, supervising a stockroom and serving frozen yogurt.”
49

 

 

Additionally, poor credit can affect a consumer’s ability to secure affordable housing.  

All three of the major credit bureaus offer products targeted specifically at residential landlords.  

If they are willing to rent to someone with a negative credit history, many landlords will require 

an additional security deposit – making housing more unaffordable.  However, many landlords 

are simply not willing to rent to someone with a negative credit history.  The use of credit reports 

is not limited to market rate housing.  In fact, many public housing authorities also run credit 

checks on its housing applicants. 

 

Finally, both the delinquency on the credit report and a high debt amount will likely make 

insurance premiums, especially car insurance, more expensive.  Most automobile insurance 

companies use credit reports to generate an insurance score that determines a consumer’s rates.  

In fact, Progressive Insurance’s website explicitly states that past-due payments will result in 

higher rates for its customers.
50

  A safe and reliable car is essential to the success of most 

working families.  Childcare, jobs, groceries, medical appointments, and so many other everyday 

tasks are often out of reach for families without a car.  Therefore, it is essential that consumers 

are able to afford their car insurance. 

  

These difficulties are illustrated by the experience of one of our clients.  Pat owes 

approximately $90,000 in student loans, half of which is private loans to three different private 

lenders.  Pat has developmental disabilities and currently works full time as a waitress.  She is 

currently on the income-based repayment plan for her federal loans, and has worked out a 

payment arrangement with two of her three private lenders.  Unfortunately, her third lender 

refused to accept any amount less than the full monthly payment of $200 – which she cannot 

afford.  Because the lender refused to work out a payment arrangement with Pat, she is now three 

years past due on this account. 

 

 Pat has a long credit history.  Though not perfect, the biggest drag on her credit score is 

this past due private loan.  Her other accounts are currently in good standing and helping her 

build a positive credit history.  Unfortunately, because she cannot get up to date on this one 

                                                                                                                                                                                   

Invincibles 2012), http://younginvincibles.org/wp-content/uploads/2012/08/Denied-The-Impact-of-Student-Debt-on-

the-Ability-to-Buy-a-House-8.14.12.pdf. 
48

 Society for Human Resources Management, SHRM Survey Findings: Background Checking – The Use of Credit 

Background Checks in Hiring Decisions (July 19, 2012). 
49

 Amy Traub, Demos, Discredited: How Employment Checks Keep Qualified Workers Out of a Job (Feb. 2013). 
50

 Progressive, Insurance Scores: What You Should Know, http://www.progressive.com/shop/car-insurance-credit-

scores.aspx. 
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private loan, it will continue to report a past due balance until it is obsolete.  Furthermore, 

although this lender sends Pat one bill with one monthly payment, because she took out the loan 

in 3 separate disbursements, it is reported on her credit reports as three separate past due 

accounts.  

 

 Six months ago, Pat was in a car accident and her car was totaled. She needed to buy a 

used car on credit in order to get to work.  Due to her bad credit score, the best interest rate that 

she could get on a car loan was 19.7 percent.  Over the life of her loan, Pat will pay thousands 

more dollars for her car, due in large part to the refusal of the private student lender to offer her 

an affordable payment plan.   

 

 Collection Abuses 

 

One reason loan holders have little incentive to modify the terms of private student loans 

for financially distressed borrowers is the ease with which such holders can obtain default 

judgments without showing that they actually own and have a right to collect on the loans.  

Because many of the private student loans that were made prior to 2008 are reaching the end of 

their statute of limitations periods, we are seeing increasing numbers of collection actions filed 

against borrowers all over the country.  We have noticed a disturbing trend in these cases, very 

similar to the “robo-signing” scandal in foreclosure actions, based on reports from legal services 

attorneys who are defending these actions on behalf of low-income and financially distressed 

borrowers.  Like a plaintiff in a foreclosure action, the plaintiff in a private student loan action 

should prove that it is the real party in interest and has a right to collect on the loan by 

documenting an unbroken chain of assignment from the original creditor to itself.
51

 

 

In these cases many private loan plaintiffs – who are usually securitization trusts, 

insurance companies who have guaranteed the loans, or entities that have acquired the loans after 

multiple transfers – have been unable to provide such documentation. The plaintiffs typically 

rely upon the promissory note, which only documents an agreement between the original lender 

and the borrower, and one or more documents (which often appear to be downloaded from the 

SEC’s publicly available EDGAR database) that purport to show the transfer of the promissory 

note between a few parties involved in the chain of ownership.  The transfer documents, 

however, are deficient in a number of ways – some do not identify the individual student loan 

promissory notes being transferred, others do not reflect any transfer to the plaintiff or between 

intermediary parties, and there are questions about whether the employees who sign the 

affidavits to support the collection actions have any personal knowledge about these documents.   

 

While we are concerned about this practice whenever it occurs, we are especially 

concerned about borrowers who do not contest the actions because they do not know where to go 

for help or are not able to find an attorney they can afford. In such cases, courts have entered 

default judgments without ensuring that the plaintiff actually owns and has the right to collect on 

the debt.  Once it obtains a judgment, the plaintiff will have the right to, among other things, 

garnish wages and seize non-exempt residential property that is essential to the economic well-

being of the borrower and her family.  If private student loan holders are able to obtain easy 

                                                        
51

 See, e.g., United States v. Elliott, 2006 WL 3759857 (N.D. Tex. Dec. 19, 2006); Educap v. Smith, 362 S.W.3d 451 

(Mo. Ct. App. 2012); Student Loan Mktg. Ass’n v. Holloway, 25 S.W.3d 699, 704 (Mo. Ct. App. 2000). 
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default judgments without showing actual ownership, there is little incentive for them to modify 

loans and work with the most financially distressed borrowers. 

 

IV. Current Options for Borrowers with Hardship 

 

The agency asked what options currently exist for borrowers to permanently or 

temporarily lower their payments on private student loans.  Unfortunately, although individual 

borrowers are sometimes able to negotiate temporary payment relief, voluntary efforts by lenders 

are not widespread or transparent.  Furthermore, student loan creditors have pushed hard to limit 

the safety net for borrowers who get in trouble.  One of the most notable examples is the 2005 

Congressional decision to make private student loans as difficult to discharge in bankruptcy as 

federal loans.  Borrowers trying to manage unaffordable PSL payments face a number of 

barriers. 

 

Lack of Long-Term Repayment Relief 

 

The bankruptcy policy might not be so harsh if borrowers had ample non-bankruptcy 

alternatives to address student loan problems.  In NCLC’s experience representing borrowers 

through the Student Loan Borrower Assistance Project, we have found private lenders to be 

inflexible in granting long-term repayment relief for borrowers.  Lenders that had no problem 

saying “yes” to risky loans have no problem saying “no” when these borrowers need help.  The 

CFPB likewise found that the lenders in its sample did not currently offer loan modification 

programs.
52

 

 

 Most of our clients simply cannot pay the onerous lump sums or monthly payments that 

the lenders demand.  This is despite the fact that in some cases, our clients have borrowed money 

from friends and family and offered as much as 25-35% of their balances as settlement.  We do 

not understand why a creditor would reject substantial funds from a low-income consumer, 

particularly since the creditor is unlikely to recover much if anything from these consumers.
53

 

 

Based on discussions with other advocates and our experiences trying to get relief for our 

clients, we know that lenders will offer settlements in some cases.  However, the lenders 

generally require very large lump sums to settle debts even from borrowers with low incomes.  

Most lenders will not even consider an offer that is less than 70% of current principal and 

interest balance, but this varies considerably by lender.   

 

Most lenders will not even discuss settlement or modification until the loan is in default 

or written off.   At this point, the borrowers’ main point of contact is usually a collection agency.  

Interestingly, the collection agencies working on behalf of the lenders will often settle for 

smaller amounts than the originating lenders.  Many collectors agree to these settlements without 

requiring financial documentation.  In general, most will offer more favorable settlements to 

borrowers who have been in default for longer periods of time. 

 

                                                        
52
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It may seem to make business sense for the lenders to wait until a borrower defaults to 

allow settlements, but this is hardly in the best interests of borrowers. It may also not be in the 

best interests of investors.  With respect to borrowers, a default negatively impacts the 

borrower’s credit score and subjects a borrower to collection.
54

  Yet we find that few lenders 

offer work-outs, modifications, or other programs to help borrowers who are struggling while 

staying current on their loans.    

 

Even in cases of severe distress, the creditors we have contacted have offered no more 

than short-term interest-only repayment plans or forbearances.  Short-term interest-only payment 

options in most cases only prolong inevitable defaults, particularly for borrowers with large loan 

balances.  In a recent article, for example, Sallie Mae described options available to private loan 

borrowers as reduced payment plans, lower rates or extended terms and temporary suspension of 

payments.  The company did not even mention principal reduction and did not specify the 

specific criteria to qualify for the various options.
55

 

 

This experience holds true for both for-profit and non-profit lenders although some non-

profit lenders claim to offer more flexible options.  Even those non-profit lenders that offer 

relief, however, rarely describe options in loan agreement, web sites, or other descriptive 

materials.  A borrower generally must know to ask for particular programs.  However, there are 

some lenders, particularly non-profit lenders, that proactively reach out to delinquent borrowers.  

We urge the CFPB to make sure it has whatever information is available about these programs 

and their effectiveness. 

 

Uncertainty as to the Availability of Death or Disability Discharges 

 

Some private student lenders offer cancellation programs, generally for death of an 

obligor or disability.  The federal student loan programs provide death and disability 

cancellations.  Similar programs are only available at lender discretion for private loans.  

 

Sallie Mae announced in 2010 that it had hired a company to administer claims for a new 

total and permanent disability provision for private education loans.
56

  This program, however, 

does not necessarily apply to all of the company’s private loan products.  Wells Fargo announced 

a similar program in December 2010, stating that it would require verbal or written notification 

of a student’s death or permanent and total disability followed by receipt of acceptable 

documentation.  The forgiveness, according to Wells Fargo, covers the death or disability of the 

student, leading to forgiveness of not only the student’s obligation, but also the obligation(s) of 

                                                        
54

 See Section III. B. 3, above. 
55

 Janet Lorin, Students Pay SLM 9.25% on Exploitive Loans for College, Bloomberg (June 5, 2012), 

http://www.bloomberg.com/news/2012-06-05/students-pay-slm-9-25-on-exploitive-loans-for-college.html. 
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 See Securian Company News Release, Securian Wins Contract for Administering Total and Permanent Disability 

Claims on Private Student Loans (March  8, 2010), http://www.reuters.com/article/2010/03/08/idUS190074+08-
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any co-signers.
57

 Discover also announced a cancellation program due to death or permanent 

disability.
58

 

 

 We have found that the lenders that do have these programs have different standards in 

some cases within the same company.   Some lenders will automatically allow a private loan 

discharge if the borrower obtained a federal disability discharge.  They will also in some cases 

use the criteria for federal loan discharges.  In other cases, the lenders use criteria that are 

completely different than the federal programs.  The Sallie Mae private loan disability discharge 

application, for example, requires the borrower to answer different questions and meet different 

standards than the federal program and requires separate certification from a physician. 

 

The companies to date have not provided public information about eligibility and 

application requirements.  We do not know of any investigation as to whether these programs are 

described in writing in loan agreements or elsewhere and whether the lenders are following up 

on their promises. 

 

Refusal to Offer School-Related Cancellations 

 

Under the Higher Education Act, borrowers are able to discharge federal loans if the 

borrower was unable to complete the program due to the school’s closure
59

 or if their eligibility 

to borrow was falsely certified by the school.
60

  These administrative discharges are critical, but 

provide relief for only a small fraction of borrowers.    Borrowers may also be able to raise other 

claims against the school as defenses to payment.
61

 

 

The right to assert defenses to repayment of the loan when the school fails to deliver on 

its promises is especially important when private lenders have close ties to for-profit schools that 

promote, package or help the lender market their private loan products.  In these cases, borrowers 

are often limited in the relief directly available from schools, many of which are out of business 

or insolvent by the time borrowers seek redress.  Even borrowers who successfully obtain 

damages from an unscrupulous school are often left with significant loan debt. 

 

There is a strong argument that claims against the schools can be raised against private 

student lenders, either because the lenders have close relationships with the school, because of 

the FTC Holder Rule or other assignee liability arguments.
62

   However, private student lenders 

have sought numerous ways to avoid this type of liability, including hiding behind preemption 

                                                        
57

 See Wells Fargo, News Release, Wells Fargo Enhances Student Loan Products to Include Loan Forgiveness (Dec. 

17, 2010), https://www.wellsfargo.com/press/2010/20101217_EFS. 
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 See https://www.discover.com/student-loans/schools/student-loan-
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 20 U.S.C. § 1087(c)(1). 
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 Id. 
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 See National Consumer Law Center, Student Loan Law § 12.7 (4th ed. 2010 and Supp.) 
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 See National Consumer Law Center, Student Loan Law § 11.9 (4th ed. 2010 and Supp.).  Under the FTC holder 

provision (more accurately referred to as the Federal Trade Commission Preservation of Claims Rule), students who 

have claims or defenses that they could have raised against the school can raise them against the lender.  The 
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arguments.  Many fail to include the holder notice in the loan notes.  Nearly 40% of the loans in 

NCLC’s 2008 survey followed this potentially illegal approach.
63

  Other lenders include the 

notice but attempt to deny borrowers its benefits by placing contradictory clauses in the notes.  In 

our survey, 90% of the notes that included the FTC notice undermined it in some way by 

attempting to prohibit borrowers from raising defenses. 

 

In light of their general practice of denying any legal responsibility for school closure or 

misconduct, it is no surprise that private student lenders appear also to be unwilling to provide 

voluntary loan workouts for borrowers that experience these problems. 

 

An example of a typical response can be seen in letters from Chase and AES, the lender 

and servicer of the private student loan for one of our clients.  According to AES, “We are 

unable to cancel the debt incurred.  Pursuant to Section L. Additional Agreements of the Credit 

Agreement, it states, ‘If I fail to complete the education program paid for with this loan, I am not 

relieved of any obligation within or pursuant to this Application/Promissory Note.’  Your client 

may wish to seek resolution from the school itself.’”  When we contacted Chase about this client, 

Chase wrote back stating that we should contact the school regarding any practices in regards to 

their education.  According to Chase’s letter, “We are only a lender and servicer.  Funds are 

disbursed upon the school’s certification.  Once certified, we have no further correspondence 

with the school.” 

 

Refusal to Negotiate or Denial of Authority 

 Borrowers are often told by loan servicers that the servicer does not have the authority to 

accept a settlement offer.
64

  In the mortgage context, servicers sometimes claim that pooling and 

servicing agreements constrain their ability to modify loans, although in reality, most 

securitization documents give broad authority to servicers to service loans in accordance with 

customary standards, often also stating that the servicers must act in the best interests of 

investors.
65

  In any case, we have not heard creditors or servicers use this excuse in the student 

loan context.  In fact, Sallie Mae and VSAC assert that loan servicing is the same whether the 

loans are securitized or not.
66

  NCLC has reviewed pooling and servicing agreements from 

several private student lenders and did not find any explicit barriers to modifications in any of 

those agreements.  Most of the agreements are explicit that servicers can reschedule, revise, defer 
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 NCLC: Paying the Price. 
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or otherwise compromise payments due on any student loan, as long as the servicer uses the 

same standards it uses for its own loans.
67

 

 

Lender Evaluation of Borrower Qualifications is Not Transparent 

The agency asked how lenders evaluate borrowers for affordable repayment options and 

whether lenders work directly with co-signers to modify loan terms.  In general, lenders do not 

share their criteria for evaluating borrower requests for assistance.  Therefore, we have very little 

information regarding these questions, limited to the experiences of our clients or those of other 

advocates.  As one borrower with loans from graduate school told us: 

 

I wish Sallie Mae would provide realistic payment options. I asked for assistance 

prior to the account becoming past due… Every time I speak with a 

representative, they have a new payment option… The representatives tell me that 

repayment options change on a daily basis – a daily basis! This does not make 

sense as my paycheck does not change on a daily basis. 

 

We have not been able to obtain copies of lender standards for evaluating borrowers for 

loan workouts, but a number of lenders and servicers have told or us or other advocates that they 

have standard criteria for settlements.  In general, we have found that the longer the loan has 

been in default, the lower the lump sum required.  There may be typical criteria or even 

standardized criteria, but we have no knowledge of this. 

 

 We have not had cases in which lenders negotiate directly with co-signers, but we have 

heard from other advocates that they are able at times to negotiate releases of co-signer 

obligations.   The lenders vary considerably in requirements.  They will often accept a lower 

lump sum because they can still pursue collection from the co-obligor that remains on the loan.  

As with the settlements discussed above, most lenders will only consider co-signer settlements or 

“buy-outs” if the loan is in default.  Some lenders will also release co-signers when the loans are 

current, but we have not had direct experience with this.   

 

V. Options for Addressing Unaffordability and Default 

 

The agency asked for examples of loan modification programs and asked about features 

of those programs that might be applicable to a student loan affordability program.  The 

comments below are structured as a discussion of the potential trade-offs of different approaches, 

rather than as a recommendation of one particular model.  However, any proposed modification 

program, no matter how it is structured, should meet certain essential criteria to ensure it helps 

the borrowers most in need of assistance.  These essential elements and borrower protections are 

discussed in Section V.A, below.  We urge the CFPB to evaluate any proposed loan modification 

program to determine whether it will – at a minimum – satisfy these five essential criteria. 

 

Given rising default rates and borrower distress, providing relief for borrowers is 

essential.  We urge the CFPB to gather any additional necessary information about industry 

practices and incentives and about the characteristics of borrowers in distress as quickly as 
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possible so that it can choose the most appropriate of the available policy options and implement 

it without delay. 

 

 The Request for Information focuses on options for creating a loan modification program, 

as do these comments.  However, loan modifications, while important, should be combined with 

other policies to provide relief to borrowers and prevent defaults in the future.  These policies 

include: 

 

• Restoring bankruptcy rights for all student loan borrowers; 

• Mitigating the impact of negative credit reporting on borrowers’ ability to access 

housing, employment opportunities and other basic needs; 

• Eliminating predatory student lending, including development of sound underwriting 

standards ensuring ability to pay; 

• Including provisions for flexible repayment and death and disability discharges in 

new originations; 

• Improving the availability and accuracy of information provided to students before 

they borrow; and 

• Vigorously enforcing federal and state laws to protect borrowers from origination and 

collection abuses and for-profit school abuses. 

 

A. Essential Program Features and Borrower Protections 

 

 In evaluating proposals for PSL modification programs, the agency should evaluate 

whether the proposal will – at a minimum – satisfy the following essential criteria. 

 

1. Affordability: Loan modifications must provide a real financial benefit to borrowers 

and must be linked to the borrower’s realistic ability to repay.  This is essential not only to 

providing real relief to borrowers in distress, but also to prevent high re-default rates which 

would make the program not worth the expense from the servicers’ and investors’ perspective. 

 

2. Preservation of Borrower Protections: Participation in a loan modification program 

or acceptance of a loan modification offer should not result in a borrower losing any rights or 

protections she would otherwise have.  This includes forbidding any waivers of rights as a 

condition of modification and also structuring the program in such a way that previously exempt 

income or assets of the borrower are not placed at risk (for example, through the expanded 

collection powers available for federal loans) and time limits for collection are not lengthened 

beyond previously applicable statutes of limitations. 

 

3. Enforceability: Borrowers must have the ability to enforce their rights under the 

modification program, including the ability to dispute and appeal denials of eligibility and 

mistakes in the terms offered and to raise claims and defenses related to the program in legal 

proceedings. 

 

4. Efficiency and Scale: The program must be designed to reach as many as possible of 

the borrowers in or at risk of default, both in order to assist those borrowers directly and in order 

to have a positive impact on the broader economy.  Eligibility criteria must be broad enough to 
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encompass all borrowers in need of assistance and the program must be efficient in reaching 

those borrowers and in minimizing the barriers to uptake.  Reaching scale will require either 

mandating loan modification offers or providing effective incentives sufficient to induce 

servicers and lenders to modify a large number of eligible loans. 

 

5. Fairness: Any program, particularly one that relies on incentives to servicers or on 

purchase of loans from existing servicers and lenders must not be a bailout or giveaway to 

lenders.  This is essential to avoid moral hazard on the part of lenders and servicers.  The 

industry should not be allowed to externalize the costs of the shortsighted lending decisions it 

made, particularly between 2005 and 2008.  Furthermore, the program must be structured to 

prevent servicers and lenders from “creaming” or selecting particular loans for modification in 

order to maximize their own finances and from receiving credit or incentive payments for 

modifications or other actions they would have taken anyway.  Finally, the program must have 

protections to prevent a disparate impact on borrowers of color or other protected groups. 

 

B. Loan Modification Policy Options and Examples 

 

PSL lending in the years leading to the financial crisis bears many similarities to 

subprime mortgage lending in the same period and has produced similar results.  Accordingly, 

the various efforts to modify large numbers of home mortgages provide a source for potential 

program designs and some indication of what the advantages or pitfalls of particular policy 

decisions might be.  These policy decisions include whether to structure the program as a 

mandate, incentive or purchase program; determining which loans or borrowers are eligible for 

assistance; and setting the terms of the loan modifications themselves. 

 

While the CFPB will be in a better position to evaluate these options once it reviews the 

information submitted in response to this request for comments and gathers any additional 

information that is necessary, some options appear more promising than others, and more likely 

to satisfy the five essential criteria for a loan modification program.  Mandating loan 

modifications or purchasing loans out of existing pools is more likely to reach large numbers of 

eligible borrowers than relying on incentives.  Automatically offering modifications to eligible 

borrowers, rather than requiring borrowers to apply, is also likely to improve the reach of the 

program to the borrowers who are most in need of assistance.  Because student loans are 

generally smaller than home mortgages, it may be necessary to strictly limit the administrative 

costs of evaluating borrowers for and implementing modifications in order to make the program 

cost-effective. Some ways of doing this include determining eligibility based on features of the 

loan or school attended, rather than on the borrower’s current financial circumstances, taking 

advantage of information gathered in applications for IBR, ICR and other aid programs, and 

setting uniform terms for modifications (although the last will reduce affordability for some 

borrowers).   

 

There are also non-modification options that could assist borrowers in addition to any 

loan modification program, outlined in section V. D, below. 
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1. Mandates, Incentives or Purchase of Loans 

 

 There are three basic models for creating a PSL loan modification program.  1) Mandate 

modification of certain loans by the existing lenders or servicers; 2) pay incentives to the existing 

lenders or servicers for loan modifications; or 3) purchase loans at a discount from the existing 

owners and then modify them.  Examples or hybrids of all three approaches can be found in the 

mortgage market, and each has advantages and potential pitfalls. 

 

 Mandates 

 

Mandates to modify loans are generally found in the context of settlements of 

enforcement actions by federal or state regulators.  Examples include the National Mortgage 

Settlement
68

 and the Massachusetts Attorney General’s settlements with Fremont, Option One 

and other predatory lenders.
69

  HAMP (the Home Affordable Modification Program) also 

includes a partial mandate in addition to incentives, since once a servicer agrees to participate, it 

must consider all eligible borrowers for loan modifications and offer modifications to all 

borrowers who satisfy the program requirements.
70

  All other things being equal, a mandate 

should result in the maximum number of eligible borrowers receiving assistance at the least cost 

to taxpayers. 

 

However, a mandate is only effective if it is adequately enforced.  HAMP has reached 

only a fraction of eligible borrowers because of servicer non-compliance, the U.S. Treasury’s 

failure to enforce the rules, and barriers to private enforcement by homeowners.
71

 

 

Another limit to the HAMP ‘mandate’ is that it does not override restrictions on loan 

modifications in the contracts between investors and servicers.  Thus, servicers are only required 

to modify loans if the investor permits it.
72

  It is not clear to what extent there are similar 

contractual barriers to loan modification in the PSL industry.  In any case, a loan modification 

program should require servicers to provide documentation in any instance where investor 

restrictions are asserted as a barrier to modifications. 

 

                                                        
68

 The settlement requires servicers to provide up to $17 billion in principal reductions and other loan modification 

relief.  See settlement documents available at http://www.nationalmortgagesettlement.com. 
69

 See press release and supporting documents available at http://www.mass.gov/ago/news-and-updates/press-

releases/2009/ag-coakley-reaches-10m-settlement-with.html. 
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 National Consumer Law Center, At a Crossroads: Lessons from the Home Affordable Modification Program 

(HAMP), 26 – 40 (January 2013) [hereinafter “NCLC: At a Crossroads”], available at 
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Foreclosure Program, Pro Publica (Nov. 8, 2012), http://www.propublica.org/article/secret-documents-show-weak-

oversight-of-key-foreclosure-program; Paul Kiel, Secret Docs Show Foreclosure Watchdog Doesn’t Bark or Bite, 

ProPublica, Oct. 4, 2011, http://www.propublica.org/article/secret-docs-on-foreclosure-watchdog/single. 
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A third potential difficulty is that, since participants in the PSL industry are not all 

subject to supervision by the same agency, it may be challenging to craft or enforce a mandate 

that reaches all the relevant entities or loans.  This has been another weakness of HAMP; 

different rules (and sometimes no rules at all) apply depending on which servicer is servicing the 

mortgage and whether the loan is insured or guaranteed by a GSE or other government program.  

This has led to a complicated patchwork that is difficult for borrowers to navigate and probably 

more expensive for servicers to implement.
73

  The National Mortgage Settlement simply relies 

on existing loan modification standards, and so does not create a uniform mandate.
74

  The 

Massachusetts Attorney General negotiated settlements with individual lenders, based on the 

specific practices of each lender.
75

  Enforcement actions against individual lenders or schools, 

with the goal of reaching a settlement mandating loan forgiveness or modifications, might be an 

appropriate way to direct assistance to borrowers who were harmed by abusive school operators 

or subjected to unfair or deceptive marketing by lenders. 

 

Incentives 

 

The largest example of a modification program based on offering incentives to lenders 

and servicers is HAMP.  Under HAMP, participating servicers receive a payment of up to $1,600 

for each permanent loan modification they complete according to program rules.
76

  Investors also 

receive compensation for reducing borrowers’ principal (up to $0.63 for each dollar of principal 

forgiven), reducing the interest rate, or accepting a short sale or deed in lieu of foreclosure.
77

  As 

of December 31, 2012, Treasury has paid out approximately $1.4 billion in incentives to 

servicers and $2.2 billion in incentives to investors, as well as expending funds to administer the 

program.  As of the same date, there were 417,419 active permanent first-lien modifications 

under the TARP-funded portion of HAMP, 68,921 active permanently modified second liens and 

80,178 short sales and deeds-in-lieu.
78

  Borrowers have received principal reductions totaling 

approximately $9.2 billion and see monthly payment reductions averaging about $550.
79

  

However, HAMP has reached only a fraction of the 4 million borrowers originally projected, 

despite being extended for an additional year.
80

 

 

While incentives have been moderately successful in the mortgage context, it may be 

challenging to price servicer incentives high enough to encourage modification of PSLs while 

still producing a net benefit to taxpayers.  PSL balances are much lower than mortgage balances 

(so the savings to borrowers will necessarily be lower), yet the administrative costs to servicers 

                                                        
73

 NCLC: At a Crossroads, 9-10. 
74

 See www.nationalmortgagesettlement.com, particularly the document entitled “Servicing Standards 

Highlights” (https://d9klfgibkcquc.cloudfront.net/Servicing%20Standards%20Highlights.pdf ). 
75

 See press release and supporting documents available at http://www.mass.gov/ago/news-and-updates/press-

releases/2009/ag-coakley-reaches-10m-settlement-with.html. 
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 MHA Handbook ch.II, 13.1.1. 
77

 MHA Handbook ch.II, 13.3.4. 
78

 See Special Inspector Gen. for the Troubled Asset Relief Program, Quarterly Report to Congress: Jan. 30, 2013, 

52-53 (2012), available at 

http://www.sigtarp.gov/Quarterly%20Reports/January_30_2013_Report_to_Congress.pdf. 
79
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of contacting borrowers, collecting current financial information and modifying servicing 

platforms may be similar. 

 

Purchase of Loans 

 

Several proposals have been made that involve purchasing distressed PSLs from the 

existing investors and either placing them in a new pool, where they can be modified, or 

“swapping” the borrowers into government loans with less onerous repayment terms.
81

  The 

FDIC’s modification of IndyMac mortgages is a useful recent point of reference, although it was 

a result of receivership of a failed institution, rather than purchase of particular loans.  The 

advantage of the FDIC program or a purchase program is that it eliminates any investor 

restrictions on modification (such as limits in the pooling and servicing agreements) and 

theoretically solves the problem of different investor tranches having conflicting incentives with 

regard to modifications; once a price has been agreed, the new owner has a clean slate to modify 

the loan.  Moreover, more consumers receive the modifications for which they are eligible. 

 

If a purchase program is created or subsidized by the federal government, care should be 

taken that it satisfies the criteria of Affordability, Preservation of Borrower Protections and 

Fairness, discussed above.  In terms of Affordability and Fairness, loans should be purchased at a 

discount sufficient to ensure that the original lenders are not receiving a windfall from taxpayers 

and that the loan payments can be reduced enough to be truly affordable to the borrower.  Some 

private student loans in default have already been sold to debt collection companies.  In our 

experience assisting individual clients, we find that collection agencies are willing to settle for 

smaller amounts than originating lenders, and will offer more favorable settlements to borrowers 

who have been in default for longer periods of time.  The CFPB should collect information on 

the extent to which lenders sell distressed PSLs, and the prices they are willing to accept for 

them. 

 

Any proposal to swap PSLs for government loans should be structured to ensure that 

borrowers would not become subject to the more draconian collection powers generally available 

for federal loans; for example, a borrower unable to pay a federal loan can face the loss of tax 

refunds and public benefits—even Social Security—that are protected from collection by private 

lenders.  At the very least, borrowers should receive full information about potential 

consequences and have the option to decline to participate in such a swap. 

 

2. Loan Selection and Borrower Eligibility 

 

A second essential question for designing a PSL modification program is to decide which 

loans or borrowers will be the target of the program, and how participation will be structured.  

Options (which may be combined) include 1) targeting borrowers based on financial hardship; 2) 

targeting certain loans based on features such as high interest rates or questionable underwriting 

practices; or 3) directing relief to borrowers who attended schools that engaged in deceptive 

marketing or other abusive practices.  If the program is aimed at particular loans or schools, 

eligibility may be limited to borrowers who are already experiencing payment difficulties or 

could be extended to all borrowers with loans that fit the program criteria.  Finally, the program 

                                                        
81
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could be structured to require borrowers to apply for assistance, or it could be structured so that 

all eligible borrowers are identified based on servicer or lender records and receive a 

modification offer. 

 

  Again, examples or hybrids of these approaches can be found in the mortgage market, 

and each has advantages and potential pitfalls. 

 

Borrower Eligibility and Application Requirements 

 

HAMP uses a combination of loan-based and borrower-based eligibility requirements.  

For example, loans must have been originated before January 1, 2009, must have an unpaid 

principal balance below a certain cap and must be a first-lien loan secured by the borrower’s 

primary residence.
82

  At the same time, the borrower must satisfy certain criteria, including 

being in default or at imminent risk of default and having a current monthly payment greater than 

31% of current gross monthly income.
83

  HAMP also requires borrowers to complete a lengthy 

and complicated application process in order to receive a modification.
84

 

 

Two of the greatest disappointments of HAMP have been its failure to reach large 

numbers of apparently eligible borrowers and the very high numbers of borrowers who start the 

application process but are denied due to missing documentation.  As of October, 2012, 4.35 

million borrowers had started the application process for HAMP, but only 1.9 million reached the 

next stage (starting a trial modification).
85

  The single largest category of HAMP denials is 

“failure to submit documents,” which is often the result of servicer mishandling of documents, 

rather than borrower failure to submit.
86

  Whether the fault of borrowers or servicers, fewer 

modifications have been achieved in part because the application process is complicated and 

document-intensive and the financial incentives have not resulted in servicers improving their 

handling of applications.
87

 

 

Another emerging problem with HAMP appears to be access for non-English speaking 

borrowers.
88

  Any program that relies on borrower outreach or requires borrowers to respond to 

requests for information must be made accessible to non-English speakers. 
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 MHA Handbook ch.II, 1.1.  HAMP Tier 2, which was introduced in 2012, allows modifications on rental 
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83

 Id. 
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 MHA Handbook ch.II, 4.1 – 5.7.  HAMP requires servicers to conduct outreach to all eligible borrowers, but the 
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order to qualify.  MHA Handbook ch.II, 2.1. 
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 The Fremont settlement, discussed below, while providing automatic temporary protection from foreclosure for 

large numbers of borrowers, still required borrowers to respond to outreach efforts and provide documentation to 

receive a loan workout, and uptake of the program was not very high. 
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 Cal. Reinvestment Coalition, Race to the Bottom: An Analysis of HAMP Loan Modification 
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As discussed above, because the loan amounts are lower in the PSL context than in the 

mortgage market, the administrative costs of determining borrower eligibility (both for 

borrowers and servicers) will be higher relative to the amount of payment relief and may be cost-

prohibitive.  One way of reducing these costs would be to piggyback the eligibility determination 

on the documentation process for IBR, ICR or receipt of public benefits, so that borrowers do not 

have to go through more than one income-documentation process.  In other words, private 

lenders could be required to provide loan modifications for borrowers who qualify for IBR or 

ICR (or perhaps for need-based programs outside the student loan context) and to use the same 

documentation of income and expenses. 

 

Another option, as discussed below, is to avoid basing eligibility on the borrower’s 

current financial circumstances, and instead base it on features of the loan or school attended.  

This would not necessarily mark a departure from current practice; in our experience working 

with individual clients, we have found that many debt collectors will agree to settlements without 

requiring financial documentation from borrowers, particularly where borrowers have been in 

default for long periods of time. 

 

 Loan-Based Eligibility 

 

The Massachusetts Attorney General’s agreement with Fremont focused on loan features 

at origination.  Fremont was forbidden from foreclosing on loans with a combination of features 

including teaser rates, high debt-to-income ratios and prepayment penalties unless it first took 

steps to work out the loan and received the approval of the court or Attorney General’s office.
89

  

This was a clear, bright-line rule which provided automatic protection to thousands of borrowers.  

This approach was justified because a court found such loans to be “presumptively unfair.”
90

 

 

Certain features of PSLs, particularly those made during the years leading up to the crisis, 

might justify automatic borrower protections.  For example, a large number of loans were made 

“Direct to Consumer,” rather than through the school channel.  Especially when combined with a 

loan balance that is higher than the cost of attendance, such a loan is completely unlinked from 

the borrower’s likely future income and ability to repay and was probably made in order to meet 

secondary market demand rather than to meet the credit needs of the individual student. PSLs 

also frequently have higher interest rates than federal loans – when such loans are made to 

borrowers who have not exhausted their federal loan eligibility, there may be a presumption of 

unfairness that justifies requiring modification. 

 

 

 

 

                                                        
89

 Com. v. Fremont Inv. & Loan, 452 Mass. 733 (2008) (where mortgage loan terms include four identified factors, 

they are “presumptively unfair” and Fremont must explore alternatives to foreclosure and seek court approval for 
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School-Based Eligibility 

 

Linking eligibility for relief to the school attended does not have a clear counterpart in 

the mortgage market, but is similar to the cancellation of federal loans available to students who 

attend a school that closes before they can complete the program.  In light of the very close links 

between some for-profit schools and PSL lenders, requiring cancellation of private loans not only 

for school closures but in cases where the school has engaged in deceptive marketing or other 

wrongful practices is justified.
91

  While individual borrowers may already be able to get relief by 

raising school-related claims and defenses,
92

 this avenue is only available to those borrowers 

sophisticated and lucky enough to find aggressive legal representation.  Agencies with 

enforcement authority over particular schools or lenders could bring enforcement actions with 

the goal of securing payment relief for all affected borrowers. 

 

3. Modification Terms 

 

The third essential question for designing a PSL modification program is to decide what 

form of relief will be available to borrowers, and how the terms of modified loans will be 

determined.  One option is to link the loan modification terms to the borrower’s income, on an 

individualized basis.  IBR and ICR, available for federal student loans, use this approach, as does 

HAMP “Tier 1.”  Another option is to modify loans based on uniform rules that do not vary by 

borrower.  HAMP “Tier 2” modifications use this approach, although they still require a cross-

check with borrower income.  Loan modification terms may also vary depending on whether 

they focus on interest rate reductions, principal reductions, forgiveness over time, or other 

changes in the original terms. 

 

 Income-Based Modifications 

 

The benefit of tying the modification terms directly to the borrower’s income is that the 

resulting payment is likely to be affordable.  HAMP “Tier 1” modifications have resulted in 

much greater payment reductions and much lower re-default rates than non-HAMP 

modifications in part because of the requirement that monthly payments be reduced to 31% of 

the borrower’s gross monthly income.
93

  However, getting an accurate picture of a borrower’s 

current financial circumstances is time and labor-intensive for the borrower and the servicer.  

One way to reduce the burden, at least for borrowers with both private and federal loans, is to 

“piggyback” on the IBR or ICR application process. 

 

 Uniform Modifications 

 

Modifications with fixed terms are less labor intensive at the application stage, but not as 

narrowly targeted to borrowers experiencing hardship, or to achieving affordability.  Some 

borrowers will end up paying less than they could afford, while others will not receive deep 

enough payment reductions and may re-default.  HAMP “Tier 2” provides standardized 

modification terms that result in payments anywhere from 25%-42% of the borrower’s gross 
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monthly income.
94

  HAMP Tier 2 has not been in place long enough to provide a comparison of 

re-default rates with HAMP Tier 1, however.  

 

Modification Terms 

 

In order to ensure affordability and fairness for borrowers, it is not enough to simply 

reduce the current monthly payment on a loan.  It makes a difference how the reduction is 

achieved.  For example, extending the repayment period of a loan without changing any other 

terms will result in a lower payment, but greatly increases the total amount the borrower must 

repay.  Similarly, allowing reduced payments or deferrals that result in negative amortization is 

harmful to borrowers in the long term. 

 

In the mortgage context, there is strong evidence that the best way to reduce payments 

and also prevent re-default is to reduce principal.
95

  Borrowers who are “underwater” on their 

homes have reduced incentives to keep paying, even if the monthly payment is currently 

affordable, since there is very little prospect of building equity.  In the student loan context, it 

should theoretically make very little difference to the borrower whether payment reduction is 

achieved through interest rate reduction or through principal forgiveness.  If the monthly 

payment amount and the total number of remaining monthly payments are the same, the share of 

repayment that is interest versus the share that is principal should not matter.  In fact, the 

borrower may prefer an interest rate reduction to forgiveness of principal, since the latter may 

result in increased income tax liability.  If the data submitted in response to this request for 

comments does not already address the question, the CFPB should determine the extent to which 

servicers and lenders in the PSL market prefer interest rate or principal reduction as a mechanism 

for reducing borrower payments and the impact on borrowers of different terms. 

 

C. Regulatory and Systemic Barriers to Addressing Affordability and Default 

 

 The agency asked about potential impediments to providing relief to borrowers, including 

mismatched incentives among lending industry participants, servicing infrastructure weaknesses, 

and restrictive accounting guidelines. 

 

 There is very little publicly available information on these issues.  Our experience with 

the mortgage industry suggests that mismatched incentives may indeed be a serious problem.
96

  

Similarly, there is reason to fear that servicing platform limitations – and more importantly, 

unwillingness to invest in necessary staff or technology – may delay and complicate 

implementation of an effective loan modification program.
97

  The responses to this request for 

information should help shed light on the incentives and capacities of PSL servicers. 

 

 In our conversations with Sallie Mae and other private lenders, accounting guidelines are 

always raised as a barrier to providing relief to borrowers.  In particular, lenders reference CNBE 
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Policy Guidance 2010-02, issued by the Office of the Comptroller of the Currency in August 

2010.  This guidance provides that “practices for working with distressed borrowers that mirror 

federally-guaranteed student loan programs…[are] not appropriate for student loans not backed 

by a federal guarantee.”   

 

Our discussions with the Office of the Comptroller of the Currency suggest that lenders 

may be misinterpreting this guidance or using it as a convenient excuse for refusing to assist 

distressed borrowers.  First, the guidance impacts only accounting practices; it dictates what 

lenders may do without recognition of an “impairment of credit” on a loan, but does not actually 

forbid any action.  For loans that are already in default, the guidance should have little or no 

impact, since such loans are already ‘impaired’ assets.  Second, the guidance is a companion to 

the Uniform Retail Credit Classification and Account Management Policy, which governs the 

accounting treatment of modifications of consumer loans more generally.  The special guidance 

for student loans is intended to provide more flexibility (by allowing grace periods and in school 

deferments) than lenders have with other types of credit (such as credit cards). 

 

 Whether rightly or wrongly, however, lenders and servicers do refer to the CNBE 

document as a barrier to providing loan modifications.  It may also contribute to lenders’ 

reluctance to provide any kind of payment relief before borrowers are in default.  The CFPB 

should work with the OCC to provide updated guidance to lenders that more clearly indicates the 

range of workout options available and how such actions must be indicated for accounting 

purposes, and encourages lenders to work with borrowers, since performing loan modification 

agreements are beneficial from a safety and soundness perspective as well as for individual 

borrowers. 

 

D. Other Relief Options 

 

The Request for Information focuses on options for creating a loan modification program, 

as do these comments.  However, loan modifications, while helpful, should be combined with 

other policies to provide relief to borrowers and prevent defaults in the future.  These policies 

include: 

 

Restoring bankruptcy rights for all student loan borrowers. Restoring bankruptcy rights is 

the single most important action that Congress can take to provide relief to these borrowers.  

Restoration of bankruptcy rights would not only provide relief to the individual borrowers who 

have no other options for addressing their financial circumstances, but it would alter the 

incentives of lenders for all PSL borrowers to encourage more voluntary loan modification 

efforts.  Moreover, it would deter irresponsible lending, as lenders would know that borrowers 

had a safety valve if their education proves worthless and their loans unaffordable. 

 

Mitigating the impact of negative credit reporting on borrowers’ ability to access housing, 

employment opportunities and other basic needs. Credit reports are now used in many 

contexts unrelated to lending, including employment and apartment rental applications and 

various forms of insurance.  Borrowers having difficulty paying their PSLs – and especially 

borrowers who are making modified payments per an agreement with their lenders – should not 

have to struggle against the damaging effects of negative credit reporting.  The HAMP rules, 
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while not ideal, do provide some mitigation of credit reporting consequences for borrowers with 

loan modifications.  Even without changes in law or regulation, more relief for borrowers is 

possible; in NCLC’s conversations with lenders, some appear to mistakenly believe that the Fair 

Credit Reporting Act prevents them from providing less negative credit reporting for borrowers 

making modified payments.  The CFPB and other agencies should provide guidance on this issue 

so that lenders will not feel chilled in removing trade lines or otherwise removing derogatory 

information to borrowers making affordable payments and seeking a fresh start. 

 

Encouraging voluntary loan modification efforts.  Lenders and servicers assert that they are 

willing to provide assistance to struggling borrowers and regularly do so.  NCLC’s experience 

with low-income borrowers is that such programs are very hard to access.  Nevertheless, 

voluntary efforts by the industry should be encouraged,
98

 and any barriers to such efforts (such as 

unnecessarily restrictive accounting guidelines) should be removed or modified. 

  

Eliminating predatory student lending, including development of sound underwriting 

standards ensuring ability to pay. Controls on future originations are essential to prevent a 

repetition of the lender-driven over-borrowing that characterized the years leading up to the 

crisis.  There is already evidence that investors’ appetite for high-risk private student loans has 

recovered.
99

 NCLC and our allies elsewhere have shared recommendations for preventing 

abusive or unaffordable origination of new loans.
100

 

 

Including provisions for flexible repayment and death and disability discharges in new 

originations. Future PSL originations should contractually provide for loss mitigation in 

appropriate circumstances.  One mechanism is to mandate school certification of private loans 

and the inclusion of such options as a condition of this certification. 

 

Improving the availability and accuracy of information provided to students before they 

borrow. As the CFPB has noted, many students fail to apply for federal financial aid or fail to 

exhaust their federal loan limits before taking out PSLs.  Further, many PSL borrowers are 

confused about the nature of their loans, and the differences between federal and private 

educational loans.  While disclosure and borrower counseling are not sufficient by themselves to 

prevent lending abuses, they are necessary and should be improved and expanded. 

 

Vigorously enforcing federal and state laws to protect borrowers from origination and 

collection abuses and for-profit school abuses. Enforcement of existing borrower protections is 

just as important as creating new protections and additional repayment options for borrowers in 

                                                        
98
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distress.  NCLC and others have witnessed abuses by for-profit schools, loan servicers and debt 

collectors.
101

  The CFPB should use its supervision and enforcement authority to identify and 

address such practices.  

 

VI. Conclusion 

 

 Large and growing numbers of private student loan borrowers are falling behind on their 

loans.  We applaud the CFPB for taking steps to examine and address this problem.  A number of 

policy options, including mandating or encouraging loan modifications, are available for 

assisting current borrowers and preventing future defaults.  In designing a loan modification 

program, the CFPB should focus on ensuring affordability for borrowers, preservation of 

borrower rights and protections, availability of enforcement mechanisms, reaching meaningful 

scale, and selecting policies that are fair to borrowers and to the lending industry.  
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April 8, 2013 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street NW 
Washington, DC   20552 
 
Re: Initiative to Promote Student Loan Affordability 
[Docket No. CFPB-2013-0004] 
 

The National Council of Higher Education Resources (NCHER) is pleased to provide this 
response to the CFPB's request for information on options that would increase the availability of 
affordable payment plans for borrowers with existing private student loans.  NCHER (formerly 
NCHELP) is a trade association that represents a nationwide network of lenders, secondary 
markets, guaranty agencies, loan servicers, private collection agencies, schools and others that 
administer education loan programs that make loan assistance available to students and parents 
to pay for the costs of postsecondary education, including private education loans.   
 

Many of our members, even those that do not offer private education loan programs, offer 
extensive outreach programs.  As part of their public service missions, many of our guaranty 
agency and state-based secondary market members have developed customized, state-based 
programs that help families learn more about financing postsecondary education and help 
borrowers successfully repay their loans and avoid default.  The message always is to make 
smart, affordable decisions about where to send their children to school, take advantage of all 
available grant aid, explore federal Stafford loan options before borrowing from a private loan 
program, and above all, borrow as little as possible. Agencies work with schools and students to 
ensure they receive information and counseling about student loan repayment options and 
obligations.  Our members also provide comprehensive entrance and exit counseling for students 
who borrow federal loans to ensure they understand the repayment terms and the services 
available to them.  An educated consumer always makes smarter borrowing choices. We 
encourage the Bureau to review the websites of our members to better understand the wide scope 
of these services. 

 
Examples of our members’ student loan counseling efforts include:  

 
• One-on-one counseling tailored to meet the needs of students and schools on such topics 

as loan terms, repayment options, interest accrual/rates, interest capitalization and points 
of contact for questions on loans and servicing. This includes providing on-line 
repayment calculators, sample repayment schedules and other customized handouts to 
help students better understand their obligations post graduation.  These tools are 
provided through a variety of public information media, as well as part of application 
processes. 
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• Comprehensive online counseling to reach a wide range of students through assessments 
and interactive webinars, games, worksheets and modules.  

• Working with schools to customize student loan counseling to meet the needs of their 
student population, including at risk students.  

• Helping schools stay in continuous contact with student loan borrowers by providing 
supplemental counseling at points in the loan cycle that are outside of the standard 
entrance and exit counseling process, and which reinforce repayment options and loan 
responsibilities. 

• Ongoing communication with borrowers and cosigners regarding the status of their loans 
and advising borrowers of how making small and regular supplemental payments during 
the in-school period can result in significant savings during the post-graduation 
repayment period. 

• NCHER members also design age-appropriate materials and programs on budgeting, 
establishing good credit, paying for college and successfully managing debt that in many 
cases are being disseminated to middle and high school students.  These critical financial 
literacy efforts help students borrow responsibly and become better-informed consumers.   

 
One example showing how these outreach activities can be successful is a loan program 

previously offered by one of our State agency members.  In 2008-09 the agency developed a loan 
program to aid families having trouble finding college funding options at the bottom of the 
financial crisis.  One key feature of the loan program, in addition to school certification and 
requiring that the student exhaust Stafford loan eligibility first, was that the student was required 
to take a financial literacy webinar, and to pass a test demonstrating comprehension of the 
webinar content, in order for the loan to be approved.  Borrowers were also provided with 
incentives to make payments while in school to minimize their debt at graduation.  As of 
February 28, 2013, the most recent date with publicly available information, the inception-to-
date cumulative default rate is 0.0%; of loans in repayment status, only 0.2% are more than 30 
days delinquent; only about 2% of repayment loans are in a deferment status; and only 0.1% of 
repayment loans are in forbearance status. 
 

There has been much written lately concerning prevailing interest rates on private education 
loans.  Often, the mainstream media will report that “risky” private education loans have high 
origination fees and interest rates exceeding 20%.  Even the U.S. Department of Education’s new 
entrance counseling website references rates as high at 18%.  While there may be loan programs 
offered to higher-risk borrowers with rates above 15%, the predominance of rates, particularly 
among the programs offered by state and not-for-profit lenders, are much lower.  In fact, many 
have up-front fees and fixed interest rates significantly lower than Parent PLUS loans.  A quick 
review performed last month of the variable and fixed rates offered by nonprofit lenders showed 
that the average variable rate APR ranged from 3.23% to 4.89%.  Fixed rate private education 
loans offered by these lenders had average APR’s ranging from 6.99% to 8.09%.  These loans 
compare favorably to Parent PLUS Loans, which have APRs ranging from 7.85% to 8.84% 
(depending on whether the borrower achieves the borrower benefit for on-time payments, and 
including the required 4% origination fee).  

 
While clearly not the predominant case, we are aware of two State loan programs in 

which, with the benefit of State or school funded subsidies, the interest rates on their private 
educational loans are zero and one percent respectively.  The point here is that NCHER members 
annually seek to offer the lowest interest rates possible in an effort to assist families afford the 
costs of higher education. 
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We recognize that there has been much publicity about a "student loan debt bubble," and 
certainly the volume of federal student loans is growing.  That is not the case with private 
education loans.  According to a recent report from TransUnion1, which pulled data from its 
credit reporting database to which student loan information on both federal and private student 
loans is reported, between 2007 and 2012 federal student loan balances were up 97% while 
private loan balances were up only 4%.  Over the last few years, annual originations of private 
loans are down considerably.  Some of this decrease can be attributed to schools packaging 
PLUS loans as part of their financial aid award letters, an issue discussed further below.   
 
 It also should be recognized that most private loan borrowers pay off their loans.  
Delinquencies and defaults on private education loans are also considerably lower than those of 
federal loans. TransUnion reported that between the first quarter of 2007 and the first quarter of 
2012, delinquencies of 90 or more days on federal student loans were up 27% (to 12.31%) while 
delinquencies on private loans were down 2% (to 5.33%).  These delinquency rates were 
calculated based on loans in repayment.  We note in particular the low default rates for some of 
our nonprofit lenders.  The Private Student Loans Report2 issued by the CFPB in July, 2012 
stated that available facts appear to point out that loans made by non-profit, state-affiliated 
lenders are lower-risk.  One nonprofit lender we contacted indicated that it is experiencing a 
lifetime default rate of just two percent.  These low delinquency and default rates can largely be 
attributed to comprehensive borrower education efforts, high underwriting standards and the 
ongoing borrower outreach programs that NCHER members undertake as part of their public 
missions.  The critical element of these programs is to prevent families from borrowing more 
than they can reasonably expect to repay. 
   
 One interesting observation from the most  recently-released U.S. Department of 
Education student loan default data3 is that the significantly higher default rate for federal loans 
is occurring despite the availability of income based (and income contingent) repayment plans.  
These plans, praised by many, constitute modification plans. While there certainly are other 
factors involved, the high default rate on federal loans should give policy makers pause. The 
clamor for loan modification programs for private loans may not yield the results many are 
expecting. 
 
 All NCHER members attempt to work with struggling borrowers.  Borrowers who drop 
out of school before completing their programs are one group our members commonly reach out 
to, since they know these borrowers are more likely to default.  Many of our members call the 
borrower as soon as they learn of the enrollment change.  Our members often tell us that if they 
can have a real discussion with a borrower they can oftentimes work something out.  However, 
restrictions on calling borrowers on their cell phones contained in the Telephone Consumer 
Protection Act (TCPA) - recent studies show that a preponderance of students and recent 
graduates have only cell phones - create an unnecessary, counterproductive barrier between the 
lender and the borrower.  Lenders also find it challenging to get borrowers to call back, and tell 
us that it can be difficult to get borrowers to sign paperwork encompassing the terms of any 
workout.   
  
 
                                                           
1 http://newsroom.transunion.com/press-releases/transunion-study-finds-more-than-half-of-student-l-
979763#.UVyVgCQo5Fo 
2 http://files.consumerfinance.gov/f/201210_cfpb_Student-Loan-Ombudsman-Annual-Report.pdf 
3 http://www.ed.gov/news/press-releases/first-official-three-year-student-loan-default-rates-published 
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Your request asks about the options that currently exist to permanently or temporarily lower 
monthly payments for borrowers with hardship.  Forbearance of course comes to mind.  It can be 
a short term option to help borrowers having difficulty.  However, due to legitimate criticism of 
overuse, many private lenders have shortened the limits on how long a borrower can be in 
forbearance.  Many of our members also forgive a loan if the borrower dies or becomes disabled. 
 
 Some NCHER members also offer loan modifications programs to help borrowers who 
are having difficulty making payments. The following are some examples: 
 

• One nonprofit lender offers a short-term relief repayment plan. Under the plan, after the 
borrower makes one interest-only payment, the lender issues a retroactive economic 
hardship deferment to cover any remaining delinquency on that particular loan.  Accrued, 
unpaid interest is capitalized. To further help recent graduates having difficulties, the 
lender also adjusts, for six months, the borrower's monthly payment to 25% of what it 
would have been if the borrower was on a level repayment plan.  Any accrued, unpaid 
interest that is not covered by that reduced payment is forgiven.  The borrower can make 
six more months of interest-only payments.  The intent here is to give the borrower short 
term relief.  Following one full year of plan participation, the loan is re-amortized and 
payments adjusted to payoff pursuant to the credit agreement. 
 

• The same nonprofit lender works with borrowers of defaulted loans to establish an 
affordable monthly payment.  Once a monthly payment is agreed upon, the borrower 
executes a settlement agreement.  From then on until the loan balance is paid in full, the 
interest rate is reduced to zero. 
 

• Another nonprofit lender has recently introduced an income-based repayment plan 
modeled after the IBR program available to federal loan borrowers, except that there isn't 
any loan forgiveness.  The plan is targeted at defaulted borrowers (borrowers more than 
120 days delinquent). 
 

• A third nonprofit lender allows distressed borrowers to bring their accounts current using 
interest-only payments or a graduated repayment plan.  The graduated plan lowers the 
borrower’s monthly payment by as much as 75% for the first six months, 50% for the 
next six months, and requires interest-only payments for an additional 12 months.  
Currently, 3.7% of this lender’s private education loan portfolio is under a payment 
modification plan, and 95.5% of those borrowers are current on their loans.  Since 
January of 2008, the loan modification program has a cumulative default rate of only 
4.7%. 

 
These are examples of just some of the programs our members offer.  We are aware of other loan 
modification programs, including a rate reduction program offered by one of our for-profit 
members.  In the recommendation section at the end of this response, we offer some suggestions 
for regulatory changes that can facilitate loan modifications. 
  
 In addition to the need for loan modification in the private loan arena, another theme we 
hear regularly is that private loan borrowers cannot refinance their private loans.  We assume that 
those advocating refinancing believe that, by refinancing, the borrowers will end up with a lower 
interest rate.  As noted above, the interest rates paid by many private loan borrowers are already  
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relatively low, making it unlikely that struggling borrowers will be able to lower their interest 
rates.  Almost all private loan programs are underwritten, and struggling borrowers will most 
likely have difficulty qualifying for a lower rate.  Also, over the last few years, asset-backed 
financing for lenders has been expensive, so lenders have been limited in their ability to offer 
programs with lower rates than in the past.  However, the financing environment is changing, so 
we may see opportunities arise for credit-worthy borrowers to refinance.  Nonetheless, we would 
be surprised if many borrowers will be able to significantly lower their rates through refinancing. 
Of course, in the federal program there isn’t an opportunity to lower your rate by refinancing 
(since the interest rate on consolidation loans is the weighted average of the interest rates of the 
loans being consolidated, rounded up to the nearest one-eighth of a percent).  While some of our 
members do offer consolidation loan programs where interest rates are calculated similar to the 
federal program, and which result in longer loan terms and lower monthly payments for 
borrowers, the programs do not generally provide interest rate relief. 
 
It should be noted that comparisons between mortgage refinancing and student loan refinancing 
are flawed.  The robust refinancing market for mortgages is driven by the existence of collateral, 
strict debt-to-income and credit tests, and the payment of points to buy down interest rates.  
While private loan providers also have stringent underwriting standards, the lack of collateral 
affects market supply. 
 
 Before turning to some recommendations, we want to point out one "affordability" area 
that's just now getting some attention – problems with the federal Parent PLUS program. 
Stafford loans, with their flexible payment and forgiveness options, are a good introduction to 
credit for many students.  Once grants, scholarships, and Stafford loans are exhausted, however, 
the choice of how to borrow becomes less clear.  Most private loan programs, and substantially 
all programs offered by nonprofit and state lenders, offer fixed interest rate loans to credit-
worthy borrowers that are lower than the 7.9% interest rate and 4% origination fee charged on 
Parent PLUS loans.  Though more study is needed, one could argue that many parents who are 
taking out a PLUS loan today would be better off with a private loan.  In any case, parents need 
more information, prior to taking out a loan, on the available repayment options, the 
consequences of borrowing, and the projected amount of future monthly payments.  The 
following are some other features of the Parent PLUS program that do not stack up well in 
comparison. 
 

• The Truth-in-Lending Act doesn't apply to PLUS loans.  Thus, parents can't make fair 
comparisons between the annual percentage rates of PLUS and private loans. 

• Unlike Parent PLUS loans, private loan programs require an evaluation of the parent’s 
ability to pay.  Private loan programs evaluate a consumer’s debt-to-income ratio, other 
financial commitments, and include annual and cumulative loan limits to help ensure 
responsible borrowing.  These standards should serve as a model for loan underwriting 
and stand in stark contrast to the lax Federal student loan process that allows parents and 
graduate students to borrow excessive amounts without considering their ability to repay. 

• The CFPB recently introduced a proposal to ensure that all mortgage lending include a 
prerequisite step of verifying a borrower’s ability to repay the loan.  NCHER and its 
members believe this verification is critical to the granting of any loan.  While the ability 
to repay is built into the Stafford loan with the Income-Based Repayment (IBR) and 
similar payment programs, these programs are not available to Parent PLUS borrowers.   
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• Parent borrowers who default on their PLUS loans are subject to expansive collection 
tools, including offset of IRS tax refunds and garnishing of Social Security benefits, tools 
not available to private loan providers.  We doubt many parent borrowers are aware of 
these potential consequences when they take out PLUS loans.  Also, Parent PLUS loans 
are not subject to State statutes of limitation enacted to protect borrowers. 

• Because private loans typically require both the student and the parent to apply for the 
loan, this structure essentially makes the loan a family loan, and encourages a discussion 
around the kitchen table among the student and his or her parent(s) to discuss who will 
pay what and when.  In contrast, a Parent PLUS loan may be perceived as “sign here and 
your child gets to go to college”, potentially pitting child against parent in the borrowing 
process. 
 

 As the CFPB looks further at loan affordability, we offer the following recommendations: 
 

• More attention should be devoted to the consumer-unfriendly provisions of the Parent 
PLUS program.  Because Parent PLUS loans frequently are "packaged" as part of a 
school's financial aid award, many parents are being steered to these unfriendly loans. 
And, because they do not receive even basic Truth-in-Lending disclosures, parents may 
have no idea of what they are signing up for. 

• TCPA relief is needed.  Each year the Centers for Disease Control (CDC) tracks the 
growing number of households that are “wireless” or no longer using land-line 
telephones.  The CDC study segregates the data by age, and as of June 2011, it reports 
that nearly 6 in 10 individuals (58.1%) between the ages of 25 and 29 were in wireless-
only households.  Nearly 50 percent of individuals ages 18-24 (46.8%) and 30-34 
(46.2%) 4 were also in wireless households.  These are the predominant ages of the 
majority of student loan holders (two-thirds are 39 or younger according to the NY 
Federal Reserve Board 5 ), yet the TCPA restricts the use of technology to contact 
individuals on their wireless devices.  Both the U.S. Department of Education and FFEL 
Program participants know from experience that if borrowers in distress can be contacted 
by telephone, there is a high probability that default can be avoided.  Conversely, the vast 
majority of loan defaulters were never successfully contacted during the delinquency 
period.  We urge the Bureau to support reasonable rules that would permit informational 
calls to be made to wireless devices using auto-dialer technology so that fewer borrowers 
default on their student loans, and those that have defaulted can be counseled on the ways 
to get out of default and rehabilitate their loans and damaged credit reports. 

• Regarding credit reports, lenders need more flexibility to remove negative credit 
information on borrowers who partake in loan modification programs.  We urge the 
Bureau to support efforts to modify the Fair Credit Reporting Act so that bank and non-
bank lenders can remove credit report trade lines for private education loan borrowers 
who have fulfilled their obligations under loan modification agreements.  Also, the 
Bureau asked the following question in its RFI:  How are rehabilitated federal student 
loans reported by consumer reporting agencies, and how does that reporting affect credit 
scores?  Guidance from the Consumer Data Industry Association (CDIA) concerning 
reporting guidelines for rehabilitated student loans can be found in Attachment A.  The 
CDIA facilitates consistent reporting standards for the national credit reporting agencies.   

                                                           
4 http://www.cdc.gov/nchs/data/nhis/earlyrelease/wireless201112_tables.htm#T2 
5 http://www.newyorkfed.org/newsevents/mediaadvisory/2013/Lee022813.pdf 
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• Similarly, we are advised that banks believe that troubled debt restructure (TDR) 
accounting imposes a straight-jacket that limits their ability to offer repayment flexibility, 
particularly interest-only payments and forbearances.  We understand that specific 
proposals have been offered to the CFPB, and we encourage your consideration. 

• We urge the CFPB to work with the prudential regulators to extend the number of days of 
delinquency before private education loans are considered to be in default.  This would 
allow lenders more time to work with borrowers on repayment relief before loans have to 
be reported to the national credit bureaus as in default. 

• The CFPB should encourage student borrowers to contact their lenders/servicers if they 
are having difficulties repaying their loans. As noted, our members often tell us that if 
they can have a real discussion with a borrower they can almost always provide options 
that help the borrower avoid default. 

 
 
We appreciate the opportunity to provide to the Bureau information regarding private education 
loans.  Please contact me if you have questions or need additional information. 
 
 
Sincerely,  
 
 
 
Sheldon Repp 
President 
 
  

CFPB-2013-0004 243



 

8 
 

Attachment A 
 
Reporting Guidelines for Rehabilitated Student Loans 
Metro 2® Format 
 
Lender/Servicer/Secondary Market 
 
For purposes of appropriately clearing the default from the borrower’s credit history, follow 
the reporting guidelines below, as applicable. 
 
Original Lender (when loan purchased by another lender): 
 
If Account Status Code 88 (Claim filed with government for insured portion of balance on 
defaulted loan) was reported when the default originally occurred, report the following 
codes in order to remove the default: 
 
 Account Status =  05 (Account transferred) 
 Payment Rating = 0 (Current account) 
 Payment History Profile = For the months when the Account Status 88 was reported, 

report character ‘D’, which indicates no payment history available for those months. 
 
Optional Special Comment Code = AH (Purchased by another company) 
 
Original Lender (when rehabilitated loan is repurchased by the original lender): 
 
There are three options for reporting, based on the lender’s system: 
 
1. If the original Account Number and Date Opened are retained, and Account Status Code 

88 (Claim filed with government for insured portion of balance on defaulted loan) was 
reported when the default originally occurred, report the following codes in order to 
remove the default: 
 
• Account Status Code = 11 (Current Account) 
• Payment History Profile = For the months when the Account Status 88 was reported, 

report character ‘D’, which indicates no payment history available for those months. 
 

2. If the original Account Number changes and the Date Opened remains the same, follow 
the above reporting guideline, and include an L1 Segment with the new Account 
Number.  Refer to the L1 Segment specifications within the Field Definitions for reporting 
guidelines.   
 

3. If the original Account Number and Date Opened change, report the original loan as 
specified: 
 
• Account Status Code = 05 (Transferred) 
• Payment Rating = 0 (Current account) 
• Payment History Profile = For the months when the Account Status 88 was reported, 

report character ‘D’, which indicates no payment history available for those months. 
• Special Comment = AT (Account closed due to transfer) 
• Current Balance and Amount Past Due = zero 

 
Report the newly rehabilitated loan with the new Account Number, new Date Opened and 
all other applicable fields.  Payment history that occurred prior to the new Date Opened 
should not be reported with this account. 
 

Guaranty Agency 
 
For rehabilitated loans, report Account Status Code DA to delete the account. 
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National Latino/a Law Student Association 
April 8, 2013  
 
In an effort to encourage and maintain the National Latino/a Law Student Association’s 
(“NLLSA”) mission to promote and secure access to quality legal education, NLLSA supports 
the Initiative to Promote Student Loan Affordability.   

Receiving a quality legal education should not be based on whether the school you so vigorously 
sought acceptance to will be too expensive to attend. This is especially the case when interested 
students already have an added burden of being underrepresented in the legal community at 
large.  

According to the Pew Research Hispanic1 Center “The relatively low level of GED credentialing 
among Hispanic high school dropouts is especially notable because Hispanics have a much 
higher high school dropout rate than do blacks or whites. Some 41% of Hispanics ages 20 and 
older in the United States do not have a regular high school diploma, versus 23% of comparably 
aged blacks and 14% of whites.” 2 

These percentages reflect the Hispanic population’s inadequate access to educational resources. 
The high school dropout rate indicates the alarming probability of high school graduation, and 
even more concerning college graduation rate.  Taken together, Hispanic students’ face a 
difficult practical reality of completing a college degree and applying to law school. Adding to 
that, the increasingly high cost of financing a college education leaves Hispanic students with an 
even more difficult decision of choosing whether to even attend college in the first place. 

A record share of students are leaving college with a substantial debt burden, and among those 
who do, about half (48%) indicate that paying off that debt made it harder to pay other bills.  
Further, a quarter of students say the debt made it harder to buy a home (25%); and about a 
quarter say it has had an impact on their career choices (24%).3 

NLLSA advocates for equality in the education system. The current trend in financing an 
education system has only served to limit opportunities to qualified students that strive to attain a 
legal education. As such, NLLSA supports an initiative that will limit the interest rate of student 
loans across the board; for private and unsubsidized government loans. Moreover, interest rates 
should not accrue during the time the students are currently, and successfully enrolled in 
graduate or professional schools. Additionally, implementing financial awareness and financial 
planning programs for students entering college is essential in preparing students to make 
financial decisions concerning their education as future professionals.  

                                                 
1 The term “Hispanic” and “Latino” are used interchangeably.  
2 Hispanics, High School Dropouts and the GED. Richard Fry, http://www.pewhispanic.org/2010/05/13/hispanics-
high-school-dropouts-and-the-ged/ (last visited April 8, 2013) Research Hispanic Center (May 13, 2010). 

3 Is College Worth It? College Presidents, Public Assess, Value, Quality and Mission of Higher Education, 
http://www.pewsocialtrends.org/2011/05/15/is-college-worth-it/ (last visited April 8, 2013), Pew Research Social 
and Demographic Trends (May 15, 2011). 
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Furthermore, encouraging the requirement of statewide scholarship programs across the country 
may also serve to reduce the amount of debt a student will have to incur. Programs like the 
Indiana Conference for Legal Education Opportunity serve as an excellent example of 
facilitating law school success, while reducing the financial burden imposed on law students.         

 It is an unfortunate circumstance when a student has to question whether or not to consider 
attending a higher education institution based on future financial debt. Yet, this is a question that 
many students are forced to ask themselves before accepting the loan package to finance their 
education. Society is severely affected by the debt incurred through our education system; that is 
why NLLSA supports the Initiative to Promote Student Loan Affordability.   
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RESPONSE OF THE PENNSYLVANIA HIGHER EDUCATION  

ASSISTANCE AGENCY (PHEAA) TO: 

 

CONSUMER FINANICAL PROTECTION BUREAU 

REQUEST FOR INFORMATION 

REGARDING AN INITIATIVE TO PROMOTE STUDENT LOAN AFFORDABILITY 

(DOCKET NO.  CFPB-2013-0004) 
 
 
The Pennsylvania Higher Education Assistance Agency (PHEAA) is pleased to provide the 
following response to the Consumer Financial Protection Bureau’s Request for Information 
Regarding an Initiative to Promote Student Loan Affordability. 
 
PHEAA, an agency of the Commonwealth of Pennsylvania, was created by Act of the 
Pennsylvania General Assembly in 1963 with a core mission of improving the higher educational 
opportunities of persons who are residents of Pennsylvania and who are attending approved 
institutions of higher education in Pennsylvania or elsewhere. PHEAA interacts with students, 
families, and postsecondary institutions in a variety of manners and remains committed to 
providing excellent customer service in all those interactions. 
 
PHEAA began servicing student loans in 1972 and continually strives to provide excellent 
customer service for all student loan borrowers. PHEAA conducts loan servicing operations for 
FFELP and private student loans as American Education Services (AES) and conducts servicing 
operations for federally owned FFELP loans and Direct Student Loans as FedLoan Servicing. 
AES and FedLoan Servicing are trade names only and are not subsidiaries of PHEAA, nor are 
they separate legal entities from PHEAA.   

In regard to private student loans, PHEAA functions primarily as a third-party loan servicer.  Of 
the more than $15 billion in private student loans serviced by PHEAA it owns less than $39 
million.  The responses provided by PHEAA are, generally, from its perspective as a loan 
servicer, that administers more than $15 billion in private student loans, more than $41 billion in 
FFELP loans, and approximately $100 billion in federally owned loans.  PHEAA currently does 
not originate private student loans. 
 

Scope of Borrower Hardship 

  
1. What are the primary drivers of private student loan borrower distress?  

 
As a large service provider of Title IV, federally owned, and private loans, PHEAA believes that 
economic conditions, resulting in unemployment and under-employment, are the primary cause 
of borrowers’ student loan distress.  Such observations have been formulated through servicing 
activities, including PHEAA’s review of complaints received via the CFPB’s Consumer 
Complaint Portal for Student Loans.       
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a. What characteristics might predict distress during repayment?  

 
From a servicer’s perspective, the following characteristics may be indicative of distress 
during repayment:  late payments, occasional to frequent payments that have insufficient 
funds to cover them, increased need for skiptracing activities (which may be due to the 
servicer receiving invalid address information immediately after loan origination or at the 
start of loan repayment), inquiries from the borrower regarding temporary relief of 
student loan obligations (options related to deferment, forbearance, interest only 
payments, etc.), failure to complete a program of study, inquiries from the borrower 
regarding permanent debt restructuring options (consolidation, forgiveness, etc.), and 
borrowers’ general unwillingness to remain engaged in communication with their service 
provider.   

 
Current Options for Borrowers with Hardship 

 

3.   What options currently exist for borrowers to permanently or temporarily lower 

monthly payments on private student loan obligations? To what extent have these 

affordable repayment options cured delinquencies?  

 
From a servicer’s perspective, PHEAA has observed that, over the past two years, lenders are 
restricting their private student loan forbearance policies in response to revised guidance from 
financial regulators.  Such guidance has drastically reduced the lender’s ability to assist 
distressed borrowers in covering delinquency during periods of hardship.   
 
Despite the fact that options for monthly relief of private student loan obligations are more 
limited than those available for federal student loans, several alternatives do exist.  Specifically, 
lenders may offer alternatives including, but not limited to: interest only payments, reduced 
interest payments, modified graduated repayment plans, and reduced monthly payments.      
 
Currently, alternatives do not exist that offer distressed borrowers permanent relief from their 
monthly financial obligations on private student loans.  In addition, there are no programs 
administered by or known to PHEAA that allow negative credit information to be expunged from 
a borrower’s record in exchange for making payments on a defaulted private loan (i.e., the type 
of benefit available through the Federal Loan Rehabilitation program). 

         
Servicing Infrastructure  

 
8.  Is the servicing infrastructure utilized by major lenders flexible enough to process loan 

modifications at scale? What are the limitations of these servicing platforms? Are those 

limitations capable of being overcome? What are the estimated costs of overcoming those 

limitations?  

 

As a large service provider of Title IV, federally owned, and private student loans, PHEAA has 
the potential to configure its servicing system to accommodate a variety of loan modifications.  
Once proposed, PHEAA will be able to more accurately evaluate loan modification proposals 
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recommended by the CFPB to determine its ability to incorporate them into its servicing system. 
PHEAA notes, though, that the complexity of such changes can have serious impacts on the cost 
and timeframe associated with implementing such modifications. In the short term, consideration 
may want to be given to offering distressed private student loan borrowers repayment options 
similar to those presently available under the Title IV and Direct loan programs.  For example, 
providing distressed private student loan borrowers with other temporary relief options, 
including, but not limited to additional interest rate reduction programs, additional reduced 
payment options following a specific number of on time monthly payments, and other forms of 
graduated repayment, could be more easily implemented than other options.  Additionally, 
PHEAA believes there could be significant benefit from a program that allows servicers to 
remove negative credit information as a reward for borrowers that cure their loan delinquencies. 
 
From its perspective as a loan servicer, PHEAA believes that additional borrower relief programs 
could be supported by its servicing infrastructure.  However, the final decision of whether to 
offer any or all of these options must be made by the loan holder, who will have to consider all 
of the economic and other considerations regarding the viability of these or similar programs.  
Among the alternative options are customized repayment schedules to accommodate specific 
distressed borrower situations.  Customization would include modifications to one or more of the 
borrower’s loan terms by, for example, extending the repayment term, reducing the interest rate, 
or modifying the payment amount.         

 
Consumer Reporting and Credit Scoring  

 

10.   How are payments plans for defaulted private and federal student loans currently 

reported to consumer reporting agencies?  
 
PHEAA, in its capacity as loan servicer, performs standard credit reporting through the use of 
designated codes, as prescribed under the Metro 2 reporting format, which does not allow for 
reporting information relative to specific payment plans.   
 

Borrower Awareness  

 

13. What are the most effective communication mechanisms to reach borrowers in 

distress?  

 

PHEAA, in its capacity of servicer, finds direct communication with delinquent borrowers and 
cosigners to be the most effective method for addressing distressed borrower situations.  Put 
succinctly, PHEAA can do much more for borrowers with whom it has direct contact.  PHEAA 
would like to note that the Telephone Consumer Protection Act’s limitations on its use of 
borrowers’ mobile phone numbers for such contacts can restrict PHEAA’s ability to assist 
student loan borrowers. We have also found that pro-active education about student loan debt 
and timely and effective outreach, including letters, phone calls, and emails to delinquent 
borrowers and co-borrowers, is most effective  in attempting to establish a regular repayment 
regimen.   PHEAA also provides financial literacy information via its YouCanDealWithIt 
program and associated website to assist borrowers in managing their student loan and other 
financial obligations. 
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The Private Export 

Funding Corporation 

(Pefco) sets the     

precedent and acts as 

a model for how the   

proposed SDIF could 

successfully function.   

Student Debt Investment Fund (“SDIF”) Structure 
NOTE: This preliminary proposal is intended to be a guiding framework. As 
such it is illustrative of how such a fund could be structured and is not final or 
comprehensive. We welcome comments and suggestions. 

The Fund: The proposed SDIF would be created as an independent Special Pur-

pose Vehicle (SPV) licensed and registered with the U.S. Government, capitalized 

by corporate profits current held abroad, and perhaps by excess corporate cash 

reserves.  

Model Fund: The Private Export Funding Corporation7 (“Pefco”—owned by 

Banks and U.S. Companies) sets the precedent and acts as a model for how the 

proposed SDIF could be structured and successfully function. Pefco is a secondary 

market “fund” (for U.S. government-backed assets), and serves a specific public 

policy purpose (to increase U.S. exports).  

Equity Investors: The participating U.S. financial and nonfinancial companies 

that invest a share of their corporate profits held abroad. Participation would be 

completely voluntary. 

Equity Investment: Corporate profits currently held abroad. In return, partici-

pating entities would receive an annual tax credit over the term of the investment. 

The amount of equity investment (capital) required will depend on the target size 

of the fund. Investment can either be restricted to repatriated profits or broad-

ened to all excess corporate cash reserves.  

Tax Credits: The process for issuing investment tax credits would be similar to 

existing process utilized by the Low-Income Housing Tax Credits (LIHTCs).8 The 

Consumer Financial Protection Bureau (CFPB) will be responsible for issuing the 

eligible tax credits at their discretion. The amount of available credits will depend 

on the targeted amount of equity investment. Tax credit availability will be re-

established annually depending on the SDIF’s level of equity investment. 

Terms: 

1) Investors would make a minimum $10 million equity investment from 

profits currently held abroad. 

2) Investment would be in place for minimum of 10 years, with tax credits 

issued annually. 

3) An annual dividend may be issued, depending on success of the SDIF. 

4) Investment would be standard equity and not be returned if the SDIF us-

es reserve capital.  

5) Investors would not have ability to select which loans get purchased by 

the SDIF. 

Capital Reserve Requirements: We anticipate a rise in the number of modi-

fied loans potentially discharged in bankruptcy once the proposed SDIF purchas-

es the loan. To ensure there is enough equity capital to cover any losses, the SDIF 

could impose higher risk-weight and leverage ratio capital reserve requirements 
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than current rules dictate. Risk-weighting for any given note, or tranche of notes, 

would be determined by borrower’s repayment history and current financial situ-

ation. 

Debt to Equity (Leverage) Ratio – For example, the proposed SDIF could 

have a target debt to equity ratio of 20 (or a non-risk weighted leverage 

ratio of 5 percent). Current banking rules dictate a 3 percent leverage ra-

tio; Sallie Mae had a debt to equity ratio of 35 in 2012 but their assets 

were mostly government guaranteed.9  

Student Debt Financing: Funding for the student loans would come from 

notes issued by the proposed SDIF. We propose the SDIF be allowed to issue 

notes that are tax-exempt and of varying term lengths. Any financial or non-

financial entity may purchase SDIF issued notes. 

Eligible Student Debt: Any individual with student loans could apply to the 

SDIF, but initial participation may be tiered in the beginning stages of SDIF capi-

talization. Loans will be consolidated by the individual. Initial eligibility may con-

sider the following tiers: 

1) Employees at companies of initial equity investors 

2) Undergraduate debt, public and private 

3) Either public debt or private debt only (Fund may be tranched) 

4) Priority to debt issued since 2000 

5) Priority to Perkins loan recipients / loans with demonstrated financial 

hardship 

6) As Fund grows pool of loans can expand (perhaps an eventual priority to 

STEM degrees) 

Process: The SDIF would purchase approved individuals’ student debt from 

government/private lenders, restructure the debt through refinancing, and dis-

count a portion of the outstanding amount per note. The SDIF will hold the note. 

Debt holders would receive a notice of new loan amount and new payment infor-

mation.  

Loan Discount: In addition to transferring the loan into a restructured note that 

is potentially dischargeable, the proposed SDIF would also discount each loan—

reduce the current outstanding principal balance—by no more than 15 percent. 

The discount amount per loan could be determined by the borrower’s repayment 

history. This feature could be eliminated if necessary. 

Student Loan Interest Rate: Stafford loans currently have fixed interest rates 

while private loans are typically floating. The proposed SDIF would honor the 

lower of either the current interest rate or the restructured interest rate, and 

could allow a one-time fixed-floating rate conversion at time of purchases. 

Legal Recourse: The proposed SDIF (and third party servicing agent) would 

have the authority to take legal action against non-payment or default, through 

lawsuit of individual assets or garnishing of wages. SDIF investors assume risk of 

education as a non-tangible, non-collateralized asset. 
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SDIF Administration: The proposed SDIF or a third party loan servicing part-

ner would be paid a reasonable fee by the loan holders to continue loan servicing. 

Employees of the SDIF would produce publicly available annual and quarterly 

accounting reports that are independently audited with complete transparency.  

SDIF Oversight: The Consumer Financial Protection Bureau (CFPB) would 

have primary oversight authority. 

SDIF Ownership: The equity investors would share ownership of the proposed 

SDIF; ownership would be allocated by the share of total capital from each com-

pany.  

Dept. of Education “Buy-in”: The Department of Education must be willing to 

sell student loans to the private fund, on the basis that students will be better off 

with smaller debts that are restructured through refinancing (and take advantage 

of today’s historically low interest rates). The department will continue to origi-

nate student loans, as the proposed SDIF is just a secondary market. 

Hypothetical Example 
Suppose the proposed SDIF targets the purchase $500 billion in student debt, 

paid for by SDIF note issuances. At a debt to equity ratio of 20, the proposed 

SDIF would need $25 billion in standard equity. If the eligible tax credits are 

capped at 10 percent, the total tax credit issuance could not $2.5 billion in a given 

year. 

Suppose company X invests $1 billion at once into the proposed SDIF from corpo-

rate profits held abroad. Then for each year of the 10-year investment, the com-

pany is eligible to receive 10 percent of the capital value in tax credits. In the first 

year, this translates to a $100 million tax credit. That means company X is paying 

an effective tax rate of 25 percent on this $1 billion in repatriated profits, instead 

of the 35 percent dictated by current rules. 

Moreover, company X is eligible to receive additional annual tax credits for the 

remaining 9 years of their investment in the proposed SDIF that could be applied 

toward other earnings. The value of these credits will depend on the size of the 

investment, as equity could be lost to loans that default. So if the investment lost 5 

percent annually to cover defaults, tax credits over 10 years would total $802.5 

million. In addition, it would get any annual dividends issued by the SDIF over 

those 10 years based on earnings and at the end of 10 years company X would get 

back the remaining $630 million of its investment. 

The company benefits from investing in the SDIF because it still gets a positive 

return on their investment. The government benefits because it transfers a sub-

stantial amount of risk to the private sector and it receives revenues it may not 

have otherwise. Finally, student loan holders benefit from restructured loans that 

potentially have lower interest rates and discount a share of the outstanding loan 

amount.    
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April 8, 2013 

Monica Jackson 

Office of the Executive Secretary 

Consumer Financial Protection Bureau 

1700 G Street NW., Washington, DC 20552 

Via: http://www.regulations.gov 

 

RE: Docket No. CFPB-2013-0004 

INTRODUCTION 

Public Citizen, a national nonprofit consumer advocacy organization with more than 

300,000 members and supporters, appreciates the opportunity to offer comments 

concerning the Consumer Financial Protection Bureau’s (Bureau) notice and request for 

information to determine options that would increase the availability of affordable 

payment plans for borrowers with existing private student loans. A myriad of obstacles and 

difficulties exist for student loan borrowers. We commend the Bureau for its effort over the 

last two years in seeking to catalogue those issues and identify potential solutions.  

While there are many challenges facing students in this arena, we are using this comment 

opportunity to highlight two issues that are critical for student borrowers, particularly 

when they are at their most vulnerable point in dealing with their loans: the shrinking 

access to legal remedies to recover for losses caused by predatory lending and other 

harmful industry practices, and the lack of reasonable repayment options. Allowing 

borrowers to hold lenders accountable for abuses and providing them with meaningful, 

long-term repayment relief will make student loans more affordable and, on the whole, 

make the market work better for consumers. 

BACKGROUND 

The last year has brought justified attention to the plight of private student loan borrowers 

and the state of the private student loan market. According to the Bureau’s own data, 

private student loan borrowers have more than $150 billion in debt, and in the last decade, 
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hundreds of thousands of borrowers have defaulted on their loans. Meanwhile, creditors 

who have benefited from students’ ballooning debt are doing little to assist financially 

distressed borrowers.1 Public officials have raised concerns about the lack of protections 

for private borrowers. Even the minimum protections of federal loans—forbearance, 

deferment and loan forgiveness options—are absent from private loans.  

The dangers that impact private student loans affect all Americans, and led Sen. Dick 

Durbin (D-Ill.) to say last year: “It’s not only young people facing this crisis, it is parents, 

siblings and even grandparents who co-signed private loans long ago and are still making 

payments decades later.”2  

As Public Citizen discussed in our report on student loans issued in July 2012,3 private 

lenders have been accused of a wide range of abuses that have harmed borrowers. They 

include charging credit-card interest rates, excessive and unreasonable fees and penalties, 

providing high-cost loans to borrowers despite knowing that those borrowers are likely 

unable to repay, and misrepresenting the quality of educational programs that their loans 

finance.  

The 2012 Annual Report of the Bureau’s Student Loan Ombudsman confirmed that lenders 

have engaged in predatory lending practices, poor underwriting standards with risky loan 

terms, and have trapped students in debt with few remedies.4 The Bureau continues to 

document borrower complaints with an important new online database, which has 

provided further evidence of many harmful practices of the private student loan industry. 

The majority of the currently 4,600-plus complaints relate to problems with repaying 

loans, such as fees, billing, lack of deferment and forbearance options, fraud, and credit 

reporting.5  

The Bureau and the Department of Education have compared the student loan market to 

the subprime mortgage lending industry practices that led to the 2008 financial crisis and 

brought financial ruin to millions of homeowners.6 As Education Secretary Arne Duncan 

                                                             
1 See, National Consumer Law Center, Comments to the Consumer Financial Protection Bureau on Request for 
Information Regarding Private Education Loans and Private Educational Lenders, 76 Fed. Reg. 71329, Docket 
CFPB-2011-0037, Jan. 17, 2012, http://bit.ly/YQPxa9.  
2 Press Release, Sen. Dick Durbin (D-Ill.), “As Student Loan Debt Surpasses $1 Trillion, Senators Introduce 
Legislation to Address Crisis,” Jan. 23, 2013, http://1.usa.gov/WxsVYM.   
3 Public Citizen, Between a Rock and a Hard Place: Courthouse Doors Shut for Aggrieved Private Student  
Loan Borrowers, July 2012, http://bit.ly/O5zJMI.   
4 Consumer Financial Protection Bureau, Annual Report of the CFPB Student Loan Ombudsman, October 16, 

2012, http://1.usa.gov/SYH4dF; See also, Mandi Woodruff, Here’s How Private Student Loan Debt Became a 

$150 Billion Burden, BUSINESS INSIDER, July 20, 2012, http://read.bi/NNDwy4;  
5 Consumer Financial Protection Bureau, Consumer Response: A Snapshot of Complaints Received, March 2013, 
http://1.usa.gov/WZ9N8Q.   
6 Consumer Financial Protection Bureau and the Department of Education, Private Student Loans, 
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observed: “Subprime-style lending went to college and now students are paying the price.”7  

 

While there are notable differences between the mortgage and student loan markets, 

lenders in both markets had misplaced incentives to give loans to consumers they knew or 

should have known would not be able to afford them. In its Private Student Loan Report, 

the Bureau detailed the extent to which student loan originations were driven by asset-

backed securities (ABS) investors’ search for yield.8  And while the student loan ABS 

market experienced a contraction following the 2008 financial crisis, investors’ appetite for 

these risky financial products appears to have returned despite borrowers falling behind 

on their payments.9 We all experienced the economic damage which resulted from these 

practices in the mortgage market and must be wary of similar practices in the student loan 

market. 

FORCED ARBITRATION PRESENTS “A SERIOUS FAIRNESS ISSUE.” 

Another common characteristic of pre-crisis mortgage lending and private student loan 

terms is the widespread use of mandatory binding (or forced) arbitration clauses, an 

increasingly prevalent tool used by some lenders to avoid accountability and hide bad 

practices. Indeed, as far back as 2003, the federal government associated forced arbitration 

clauses in mortgages and other loan contracts with abusive and predatory lending.10 

Fortunately for residential homeowners, the 2010 Dodd-Frank Wall Street Reform and 

Consumer Protection Act barred pre-dispute binding mandatory arbitration clauses 

outright from residential mortgages and home equity line of credit transactions.11 The 

Dodd-Frank Act also granted authority to the Bureau to take similar action and ban 

arbitration clauses from all other financial services contracts under its jurisdiction, 

including student loan promissory notes and other lending contracts.  

Arbitration clauses are typically inserted in take-it-or-leave-it loan terms with boilerplate 

language drafted solely by lenders and other financial institutions. Borrowers generally 
                                                                                                                                                                                                    
Report to the Senate Committee on Banking, Housing, and Urban Affairs, the Senate Committee on Health, 
Education, Labor, and Pensions, the House Committees on Financial Services, and Education and the 
Workforce, at 18, Aug. 29, 2012, http://1.usa.gov/NVvBcz.    
7 Carter Dougherty & Janet Lorin, CFPB Says Students Victimized by ‘Subprime-Style’ Lending, BLOOMBERG, July 
20, 2012, http://bloom.bg/NOl1JJ.  
8 Consumer Financial Protection Bureau and the Department of Education, Private Student Loans, 
Report to the Senate Committee on Banking, Housing, and Urban Affairs, the Senate Committee on Health, 
Education, Labor, and Pensions, the House Committees on Financial Services, and Education and the 
Workforce, at 21, Aug. 29, 2012, http://1.usa.gov/NVvBcz.    
9 See Ruth Simon et al., Student-Loan Securities Stay Hot, THE WALL STREET JOURNAL, March 3, 2013, 
http://on.wsj.com/WD1nWZ.  
10 Office of the Comptroller of the Currency, Administrator of National Banks, Guidelines for National Banks to 
Guard Against Predatory and Abusive Lending Practices, OCC Advisory Letter, AL 2003-2, Feb. 21, 2003, 
http://1.usa.gov/12boMkb.  
11 Dodd-Frank Wall Street Reform and Consumer Protection Act, Pub. L. No. 111-2013 § 1414(e) (codified at 
15 U.S.C § 1639c). 
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have no opportunity or ability to negotiate the terms. Arbitration clauses block borrowers 

with valid claims from seeking redress in court for alleged wrongs. In the event of a 

dispute, a borrower’s claims must be heard in a private proceeding, which is often 

accompanied by unpredictable costs and fees. The arbitration provider, designated by the 

lender, then decides the outcome of the dispute, which can rarely be appealed.  

The growing lack of access to court leaves private student loan borrowers vulnerable to 

numerous practices and acts that violate state and federal laws, such as: 

 The Truth in Lending Act (TILA), by advertising false and misleading loan terms and 

failing to make required disclosures in appropriate ways;  

 The Equal Credit Opportunity Act (ECOA), by discriminating against borrowers based 

on certain protected characteristics, including race, color, religion, national origin, sex, 

marital status, age, and disability; 

 The Fair Debt Collection Practices Act (FDCPA), by harassing borrowers in seeking 

payment; 

 The Telephone Consumer Protection Act (TCPA), by placing harassing calls to 

borrowers’ through auto-dialer systems, without borrowers’ consent; 

 The Servicemembers Civil Relief Act (SCRA), by impeding the ability of borrowers on 

active duty to access the SCRA interest rate cap.  

In our student loan report, we highlighted the ongoing cases of two private student loan 

borrowers who had initiated court actions against their lenders and other financial 

institutions seeking redress for alleged wrongdoing.12 In both cases, the borrowers sought 

to represent themselves and other similarly situated borrowers in class actions. And in 

both cases, the promissory note terms contained an arbitration clause and also prohibited 

borrowers from banding together in collective actions against the lenders. The cases of the 

former students, Joshua Fensterstock and Justin Kuehn, have since resulted in unsurprising 

but disappointing outcomes, as they were unable to get their claims heard in court and 

were forced to either present their claims in individual arbitration or not at all.  

Fensterstock had alleged that the financing company and lender on his private loans were 

applying an improper method to determine how much of a loan payment to apply to the 

loan principal, rather than to interest, and that the method amounted to a hidden penalty. 

He asserted claims under California law, including breach of contract, fraud, unfair business 

practices, and false and deceptive advertising practices.13 The lenders, citing the loan terms, 

sought to force Fensterstock into arbitration on an individual basis. A New York district 

                                                             
12 Public Citizen, Between a Rock and a Hard Place: Courthouse Doors Shut for Aggrieved Private Student Loan 
Borrowers, at 10, 13-14, http://bit.ly/O5zJMI. 
13 Fensterstock v. Educ. Fin. Partners, 611 F.3d 124 (2d Cir. 2010) cert. granted, judgment vacated sub nom. 
Affiliated Computer Services, Inc. v. Fensterstock, 131 S. Ct. 2989, 180 L. Ed. 2d 818 (U.S. 2011).  
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court and the Second Circuit Court of Appeals had agreed with Fensterstock that the 

arbitration clause was unconscionable and therefore unenforceable under California law.14 

However, the dispute over Fensterstock’s arbitration clause reached the U.S. Supreme 

Court. 

The Supreme Court had just issued AT&T Mobility v. Concepcion,15 a far-reaching opinion 

that continues the Court’s expansive interpretation of the Federal Arbitration Act (FAA). 

The Court held that the FAA preempted state laws that sought to preserve the class action 

tool for consumers where an arbitration clause was present. The Concepcion decision in 

effect permitted corporations to insert class action bans within forced arbitration clauses 

in their one-sided adhesion contracts with consumers and employees. In light of 

Concepcion, the Supreme Court vacated the Second Circuit’s decision and remanded it to 

the appellate court for further consideration,16 which in turn remanded the case to the trial 

court.17 Ultimately, Fensterstock was required to resolve his claim against his lenders in 

individual arbitration.18 

Justin Kuehn had alleged that the financial institutions that held his consolidated private 

loans had deceived him and other borrowers into believing that a monthly payment 

reduction was a result of an interest rate reduction when in fact it was attributable to a 

reduction in the amount of principal being repaid each month. According to his complaint, 

the alleged practice resulted in prolonged loan payment terms and additional interest paid 

by borrowers.  

Kuehn argued that the arbitration clause in the promissory note was unconscionable, or 

unfair on its face, and should not be enforced. However, the arbitration clause dictated that 

the arbitrator—and not a court—must decide on any questions about the fairness of the 

arbitration clause. Consequently, the arbitration provider picked by the lender would get to 

decide the fairness of the arbitration terms in Kuehn’s promissory note.  

“The fact that an arbitrator gets to decide whether the arbitration clause is enforceable 

gives him or her the power to decide on an issue that benefits the arbitrator financially,” 

Kuehn said. “With companies’ widespread use of forced arbitration in contracts, our only 

option as consumers is to challenge the validity of the arbitration clause itself in court. But 

that option is also gone.”19   

                                                             
14 Id. 
15 AT&T Mobility LLC v. Concepcion, 131 S. Ct. 1740, 179 L. Ed. 2d 742 (2011). 
16 Affiliated Computer Services, Inc. v. Fensterstock, 131 S.Ct. 2989 (Mem) (2011). 
17 Fensterstock v. Educ. Fin. Partners, 426 Fed.Appx. 14 (2011). 
18 Fensterstock v. Educ. Fin. Partners, 2012 WL 3930647 (S.D.N.Y. Aug. 30, 2012). 
19 CitizenVox, Student Loans and Forced Arbitration, Dec. 10, 2012, http://bit.ly/TR06Hv.  
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The impact of forced arbitration clauses in lending contracts is also felt by students who 

take out loans to attend for-profit institutions. The Bureau’s own analysis found that 

students at for-profit schools add private student loans to their “debt mix at roughly twice 

the rate of students in comparable non-profit programs.”20 We applaud the Bureau for 

investigating certain for-profit schools to determine whether they are “engaging in 

unlawful acts or practices relating to the advertising, marketing, or origination of private 

student loans.”21 A number of legal actions have been initiated by students against for-

profit schools, alleging misrepresentations and other fraud that induced them to take out 

significant student loans for their courses. However, many attempts to get students’ claims 

heard in court have been blocked by forced arbitration.22   

Recently a federal court in Tennessee enforced the arbitration clause against students 

seeking redress against a for-profit school, but the court also noted that “a serious fairness 

issue”23 existed for consumers and opined that change was needed. The court was 

concerned that the students in the lawsuit “will not be able to afford the out-of-pocket costs 

to arbitrate, even under conservative cost assumptions.” The court observed that their 

right to recovery under the state law was “essentially extinguished,” and that ultimately the 

decision, while made pursuant to the law, was “manifestly unjust and, perhaps, deserving 

of legislative attention.”24 

We agree with the court’s assessment. Forced arbitration clauses are being used both as a 

sword to slash the rights of student loan borrowers and other consumers, and a shield for 

corporations to evade accountability for misconduct. Fortunately, Congress has already 

given the issue attention for the benefit of financial services consumers. It is now up to the 

Bureau to take the necessary corrective action and require the elimination of arbitration 

clauses from these contracts.  

DISTRESSED BORROWERS NEED MEANINGFUL, LONG-TERM REPAYMENT RELIEF. 

Since the mortgage crisis, the federal government has initiated various loan modification 

programs for troubled homeowners to avoid foreclosure. While those programs have 

proven far less effective at providing homeowners sufficient relief to facilitate timely and 

                                                             
20 Consumer Financial Protection Bureau and the Department of Education, Private Student Loans, 
Report to the Senate Committee on Banking, Housing, and Urban Affairs, the Senate Committee on Health, 
Education, Labor, and Pensions, the House Committees on Financial Services, and Education and the 
Workforce, at 33, Aug. 29, 2012, http://1.usa.gov/NVvBcz.    
21 See, e.g. Corinthian Colleges, Inc. Form 10-Q, Quarterly Report Pursuant to Section 13 or 15(d) of the 
Securities  Exchange Act of 1934, For the Quarterly Period Ended March 31, 2012, at 18, http://bit.ly/QcusU4.  
22 See, e.g., Anderson v. Virginia Coll., LLC, 2012 WL 4052198 (S.D. Miss. Sept. 13, 2012); Daymar Colleges 
Group, LLC v. Dixon, 2012 WL 4335393 (Ky. Ct. App. Sept. 21, 2012) 
23 Dean v. Draughons Junior College, Inc., 2013 WL 173249, at 12 (M.D. Tenn. Jan. 16, 2013). 
24 Id. 
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reasonable repayment on their mortgage loans, the government’s actions are, nonetheless, 

a step in the right direction. 

 

A similar issue in the private student loan market warrants the Bureau’s attention. Private 

student lenders are largely unwilling to provide borrowers with meaningful, long-term 

repayment relief when they get into trouble repaying their debts. Unlike federal student 

loans, private student lenders are not required to—and, by and large, do not—offer flexible 

repayment options. If anything, private lenders usually offer short-term interest-only or 

forbearance options, which fall short of remedying borrowers’ repayment distress. As a 

result, private student borrowers are more likely to default on their loans. And when 

private student loan borrowers default, private student loan creditors do not provide 

rehabilitation programs that would allow borrowers to get out of default and back into 

repayment.25 

Members of Congress have expressed grave concerns about the lack of flexible repayment 

options for private student loan borrowers.  Last month, Senators Jack Reed (D-R.I.), 

Durbin, Tom Harkin (D-Iowa), Al Franken (D-Minn.), Elizabeth Warren (D-Mass.), and 

Sherrod Brown (D-Ohio), signed a letter, calling on thirteen major banks to work with 

regulators and student borrowers to reduce the number of students in default on their 

private student loans.  Reed stressed the importance of such an endeavor, saying, “We need 

the public and private sector to work together to prevent a calamity for middle-class 

students.”26 

The Student Loan Ombudsman report also confirmed the lack of meaningful, long-term 

repayment relief for borrowers. According to one of the report’s major findings, distressed 

borrowers who make good-faith attempts to service their debts or renegotiate the terms of 

their loans, are often rebuffed by their lenders. As an unfortunate consequence, those 

borrowers are trapped in loans that they cannot afford and suffer the resulting damage 

when they inevitably do not make their payments.27  

The dearth of repayment options is compounded by the nearly impossible hurdles of 

discharging private student loans in bankruptcy. Because creditors can squeeze out small 

amounts of money from private student loan borrowers for the rest of their lives, creditors 

conceivably can profit even if the loans are never repaid fully. As an unfortunate 

consequence, private student loan creditors have no financial incentive to modify loan 

terms, and borrowers are held in debt peonage indefinitely, making it even more difficult to 

                                                             
25 See, National Consumer Law Center, Comments to the Bureau on Request for Information Regarding Private 
Education Loans and Private Educational Lenders. 
26 Press Release, Sen. Jack Reed (D-R.I.), “Senators Call on Banks to Work With Regulators and Students Who 
Are Trying to Pay Back Loans,” (March 1, 2013), http://1.usa.gov/YuadoQ.  
27 Press Release, Consumer Financial Protection Bureau, “Consumer Financial Protection Bureau Finds 
Private Student Loan Borrowers Face Roadblocks to Repayment,” Oct. 16, 2012, http://1.usa.gov/PEvHgf.   
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buy a home, save for retirement, or start a business. Such a dynamic reinforces the private 

student loan market’s drag on our economy.  

Because it is not in industry’s short-term interest to repair this short-sighted, pernicious 

business model, the Bureau must step in where appropriate to ensure that creditors’ loss 

mitigation practices and borrowers’ repayment options are reformed. Doing so is 

imperative because, while industry may profit in the short-term, a precipitous—and not 

entirely unpredictable—increase in defaults and charge-offs could create safety and 

soundness issues for market participants, which could in turn proliferate threats to 

financial and economy stability.  

Sincerely, 

Public Citizen, Congress Watch division 

         

Christine Hines      Micah Hauptman 

Consumer and Civil Justice Counsel    Financial Policy Counsel 
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300 Continental Drive 
Newark, DE  19713 
salliemae.com 

 
 
April 8, 2013 
 
 

Ms. Monica Jackson  
Office of the Executive Secretary  
Consumer Financial Protection Bureau  
1700 G Street, NW 
Washington, DC 20552 
 
RE: Docket No. CFPB -2013-0004 
 Request for Information Regarding an Initiative to Promote Student Loan Affordability 
 
Dear Ms. Jackson:  
 
Sallie Mae is pleased to respond to your Request for Information Regarding an Initiative to Promote Student Loan 
Affordability (RFI).  As the country’s leading saving-, planning-, and paying-for-college company, Sallie Mae has 
helped more than 31 million Americans achieve their college dreams over the past 40 years.  We are pleased to 
share our insight from our years of experience helping customers successfully repay and avoid delinquency and 
default.  Attached to our letter are our answers to your specific questions.   
 
Private Education Loans and Financing Higher Education 
 
Higher education is a major lifetime investment, and helping college-bound students and their families responsibly 
make this investment is Sallie Mae’s top priority. Our experience has taught us that successful repayment starts at 
origination and that a one-size-fits-all approach does not work. That is why we have developed a suite of tools and 
products designed to help students and families build plans that are right for their situations and that will assist them 
whether college is a long way off or right around the corner. 
 
Our goal is to educate families up front about the entirety of the education finance process and to make sure that 
access yields success. Families are their own best defense against over-borrowing and repayment distress and 
should keep these guidelines in mind:  
 

 Choose a school that is within financial reach.  
 Create a financial plan that goes beyond the first year and includes all the expected costs through 

graduation.  
 Consider career plans and likely starting salary in the borrowing decision. Remember that loans require 

repayment.  
 Explore federal loans first.  
 Keep balances down by making every effort to make loan payments, even nominal ones, while in school.  
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 Make loan payments, even partial ones, if at all possible once out of school to keep balances from growing 
unnecessarily. Deferring payment is the same as borrowing more – the loan balance grows every day.  

 Most importantly, graduate. Nobody wins when debt is incurred for a degree that does not materialize. 
Student loans without a degree mean loan payments without the increased employment prospects and 
higher earnings to support them. 

 
Sallie Mae’s goal is to make sure students and families have access to the information and products to understand, 
plan and pay for the full cost of attaining a college degree. Our Education Investment Planner is a free tool that 
helps families make a plan to pay for the full cost of college.  Having a plan to finish a program of higher education 
is the most important key to successful repayment.  Student borrowers who do not achieve their degree default at 
substantially higher rates than those who complete their program of study.  We commend the Consumer Financial 
Protection Bureau (“CFPB”) and the U.S. Department of Education for undertaking the important issue of financial 
literacy and planning for college.  We encourage you to look at expanding your tools to provide students and 
families information on cost to completion that can be individualized to their circumstances.   
 
In paying for college, Sallie Mae has a long-standing practice of advising a ”1-2-3” approach to empower families to 
make informed decisions. Specifically, we recommend that families do the following: 
 

1. Use scholarships, grants, savings and income. 
2. Explore federal loans. 
3. Consider an affordable, responsible private education loan to fill any remaining gap. 

 
Sallie Mae offers private education loan products to bridge the gap between family resources, federal loans, grants 
and scholarships, and the cost of a college education.  We regularly review the terms of our private education loan 
products to explore ways to minimize finance charges, incorporate additional consumer protections, and address 
the changing needs of students and families. Our Smart Option Loans include important protections for the family, 
including tuition insurance, and death and disability loan forgiveness. Through our Smart Option Student Loan 
product, our customers have a choice of making monthly payments of interest or $25 per month per loan while in 
school, or deferring all payments until after school. In-school interest payments allow a typical customer to save 
thousands of dollars over the life of the loan. The result: customers are reminded of the obligation to repay, develop 
the habit of making payments, graduate with less debt, and reduce their overall cost of borrowing.  
 
We provide our private education loan customers clear, consistent, and easy-to-compare information about our 
private education loans. These disclosures inform customers of the potential life-of-loan costs and provide multiple 
reminders of the availability of federal loans. When a customer is approved for the loan, we send a disclosure that 
provides very specific information about the loan’s terms with instructions on how to accept those terms. When a 
customer accepts the terms of the loan, we send a disclosure that confirms the loan information and also notifies 
the customer of a right-to-cancel period.  
 
Additionally, we provide information to customers during the application process to allow them to compare the full 
cost of different repayment plans. Sallie Mae customers select their interest rate option (fixed or variable) and in-
school payment option (interest only, fixed, or deferred) after the loan is approved and after the customer has been 
provided their qualifying interest rate and terms for each rate type and in-school payment option on their particular 
loan.  We also provide a 60-day loan cancellation period within which customers have the ability to return their loan 
proceeds with no interest or fees should a customer change her or his mind or learn that she or he qualifies for 
additional grant resources thereby reducing the need to borrow. 

CFPB-2013-0004 278



Sallie Mae  April 8, 2013 
Page 3 
 

 

 
Keys for Successful Repayment 
 
We understand that managing repayment of education loans is critical for students to achieve their educational 
goals, recognize their full earning potential, and develop a strong credit profile. As previously described, the first 
step to helping customers repay their private education loans is making sure they have access to the information 
and products to understand, plan and pay for the full cost of attaining a college degree and loan products that focus 
on the customer’s ability, stability, and willingness to repay the loan.  

The second step is making sure our customers maintain a full appreciation of their loan terms and repayment 
responsibilities throughout the life of their education loans, not just at origination.  
 

 Our Smart Option Student Loan product promotes in-school repayment. By making in-school payments, 
customers stay informed on loans, learn to establish good repayment patterns, and graduate with less debt.  

 Before, during, and after leaving school we also provide clear, concise, and frequent communications 
designed to help customers successfully understand, manage, and reduce the costs of private education 
loans. We use a variety of tools, including letters, emails, videos, text messages, monthly statements and 
24/7 secure online account access and information on our website, SallieMae.com. Each communication 
channel provides customer support.  

 Another important tool we provide our customers is our Office of Consumer Advocate (“OCA”). Established 
over 10 years ago, OCA provides specialized customer assistance and positive resolutions to escalated 
concerns. OCA now also serves the additional role of addressing all of the customer inquiries we receive 
via CFPB’s student loan portal. In fiscal year 2012, OCA received 1,382 inquiries from our customers 
through the newly established portal, representing approximately 0.04 percent of our Private Education 
Loan customers.  Sallie Mae has successfully reviewed and closed all of those customer communications.1  

 
The third step is providing the right incentives and programs to reward and encourage repayment and aid those 
who may be struggling to meet their financial obligations. We work with each individual to understand his or her 
financial situation and identify alternative payment arrangements.  
 

 Sallie Mae provides the opportunity for customers to qualify for “borrower benefits” in the form of reduced 
interest charges for actions such as signing up for automatic withdrawal or achieving a sufficient history of 
consecutive on-time payments. These benefits exist to encourage better customer payment behavior. 

 Sallie Mae recently announced a new graduated repayment period that provides up to one year of interest-
only payments to assist recent graduates in good standing as they transition from college to full-time 
employment.  Designed based on customer feedback, this program provides assistance during the 
transition, establishes important repayment habits, and avoids debt escalation that occurs when payments 
are postponed.  

 We have instituted a 12-month rate reduction program to assist customers struggling with repaying their 
private education loans. We offer this program when there is a possibility to keep customers current in their 
monthly payments by a temporary reduction in the interest rate and, in some cases, modification of term. 
Most participants successfully complete the program and return to current payments.  

                                                 
1 Of the 1,382 cases, nearly 60% were inquiries, not complaints, about repayment.     
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 We recognize that, in some cases, loan modifications and other efforts may be insufficient. That is why 
Sallie Mae continues to support bankruptcy reform that would permit the discharge of education loans — 
both private and federal — after a required period of good faith attempts to repay and that is prospective so 
as not to rewrite existing contracts. Any reform should recognize education loans have unique 
characteristics and benefits as compared to other consumer loan classes.  

 For those who default, we support a rehabilitation program that provides a pathway for borrowers to re-
establish a positive payment record, improve their credit history, and recover from the default.  

 
We have evidence that our approach is working.  Here are just a few of the positive private education loan market 
trends of the past five years.   
 

 Disclosures are working.  Last year, Sallie Mae’s national survey of undergraduates and their families, 
“How America Pays for College,” found that 98% of students with private education loans had filled out the 
FASFA.  Only one percent of students had a private education loan with no federal loan.   

 More are managing repayment. Even though more private education loan borrowers are in repayment, 
more are current in their loans than five years ago.  Eighty-five percent of Sallie Mae’s borrowers are in 
repayment or forbearance and 9 out of 10 are up-to-date with their loans.   

 Defaults are falling. We have seen steady annual declines in our default rate even during this period of 
extended unemployment.  Last year, our private education loan default rate dropped to 3.37%.   

  
Our goal is to provide responsible products to assist students and families plan and pay for college, without any 
surprises.  We use our underwriting, disclosures, and educational tools before origination to minimize the likelihood 
of problems down the road of repayment.  Yet, we know that there will still be instances when borrowers struggle to 
keep up with their obligations, which is why we have created programs for distressed borrowers to keep them on 
the path to successful repayment.   
 
The market for private education loans is a small but important source of funding that helps students and families 
responsibly fill the gap between their own income and savings, grants and scholarships, federal loans, and the total 
cost of their chosen college or university. We take very seriously our role of providing responsible private education 
loans to those who rely on them when making the college investment.  In the end, we are only successful if our 
customers succeed, so we design our products, practices, and systems with this in mind.   
 
Thank you for the opportunity to provide our insights on this important topic. Please let me know if Sallie Mae can 
be of further assistance.  
 
 
Sincerely, 

 
John F. Remondi 
President & Chief Operating Officer 
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Scope of Borrower Hardship 
 

1. What are the primary drivers of private student loan borrower distress? 
a. What characteristics might predict distress at loan origination?  
b. What characteristics might predict distress for borrowers who complete a program of study? 
c. What characteristics might predict distress during repayment?  
d. What are typical debt-to-income ratios of borrowers in distress?  

 
The first step to preventing delinquency and default occurs before origination with strong underwriting, clear and 
simple disclosures, and protections against over-borrowing. Sallie Mae uses information from the loan application 
and the credit file to assess the student’s and cosigner’s ability, stability, and willingness to repay.  Some of the 
attributes that we consider that predict repayment success are:  credit scores, file depth, trade performance, 
derogatory marks, and existing student loan performance.  We also consider grade level since students further 
along in their education are more likely to complete and, ultimately, successful program completion is the greatest 
predictor of repayment success. 

The school itself can be predictive of borrower success or distress. Borrowers are more likely to succeed at schools 
that deliver value.  We design our lending practices with the goal of lending at schools that demonstrate they help 
students complete their educations and provide services as promised.  Within the for-profit school sector, we 
believe there are schools that serve their students well.  We evaluate the for-profit schools with which we do 
business to ensure they have the appropriate licenses, accreditation and financial strength to deliver on their 
education commitment to prospective students. 

The CFPB has raised concerns about lenders’ use of the federal cohort default rate (“CDR”).  Sallie Mae does not 
use CDR in our underwriting or pricing determinations nor, because of concerns from policymakers and regulators, 
do we intend to do so.  On the other hand, CDR is an effective indicator of a school’s overall value to its students as 
it intrinsically synthesizes factors like a school’s retention and graduation rates, its reputation among employers and 
the earning potential of its graduates.  As such, we also believe it is highly predictive of repayment success and 
could be used to increase access to credit, especially for students who attend schools with a low CDR.   

In our experience, it does not appear that outstanding student loan balance is predictive of default.  Our data show 
that, while the average balance of a borrower who defaults is higher than the average for our portfolio, it is only by 
the amount of interest and fees that accrue during the period of delinquency and default.  There are a small 
percentage of defaults at all levels of borrowing yet underwriting based on debt level effectively limits access to 
credit for the vast majority of borrowers who successfully repay.  Completion, regardless of school type, is one of 
the key factors in preventing delinquency and default.  One study found that students who dropped out were four 
times more likely to default than those who complete their degrees.2  Our private education loan portfolio reflects 
similar trends.   

The recent recession and slow recovery has put pressure on borrowers managing the transition from graduation to 
work.  Labor market data show young college graduates (ages 20-24 years old) are far more likely to be employed, 
and employed full-time, than their less educated peers.  Even so, during the recession the unemployment rate for 
young graduates doubled and is recovering less quickly than that for older college graduates.  While it is difficult to 

                                                 
2 Education Sector, “Degreeless in Debt:  What Happens to Borrowers Who Drop Out,” February 23, 2012. 
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predict economic downturns, it is important to have programs in place to assist borrowers through a longer 
transition to work period.  Sallie Mae has developed several programs to assist borrowers during transitional 
distress and pave the way to successful repayment (see answer to question 3). 
 
For borrowers who have completed their education program and entered repayment, other factors that may signal 
distress are primarily based on their credit file and debt ratios.  Customers who have had prior difficulty meeting 
obligations, or who carry revolving debt loads far greater than their income may have difficulty repaying new loans.     
 
During repayment, the most predictive indicator of success is the payment behavior.  Customers who make any 
level of consistent payments over long periods of time are likely to be successful in repaying their loans.  This is 
why we design our tools for delinquent borrowers focus on maintaining payment.  Avoiding extended periods of 
forbearance or deferment that either increase the balance or do not amortize the loan are discouraged in favor of 
options that pay down the loan – an approach that is crucial to success.  Additionally, making payments while in-
school and taking advantage of benefits through auto-debit programs are indicative of repayment success.  After 
entering repayment, the drivers of distress for student loan borrowers are not dissimilar to the causes of financial 
distress for consumers in other asset classes.  Life events such as unemployment, underemployment, medical 
expenses, marital problems and becoming financially overextended are regularly cited by our borrowers.     
 
 

2. How do borrowers in distress typically stay current with their private student loans? To what extent do 
borrowers reduce consumption or adjust living arrangements to meet obligations? 

a. Do borrowers seek to reduce payments on federal student loans in order to make payments on 
private student loans? 

b. To what extent do borrowers in distress accrue other debt (credit cards, family loans) to meet private 
student loan obligations? 

c. To what extent do borrowers in distress forego “other nonessential expenses” to meet private student 
loan obligations? 

 
One of the keys for borrowers to navigate successfully any periods of distress is to communicate with their lenders 
and establish alternative payment arrangements.  Our education loan account managers work with distressed 
borrowers to budget and evaluate what opportunities they have to maintain current status and good credit standing 
such as programs that allow them to make smaller monthly payments or, in the case of short-term hardship, limited 
use of forbearance.  
 
We perform an individual analysis of each customer’s financial situation and seek to structure a solution that meets 
their needs.  During the course of the cash flow analysis, we may make recommendations on how borrowers can 
improve their personal finances.  While we provide some level of counseling to our borrowers about how to maintain 
a budget and meet financial obligations, we occasionally advise customers to work with licensed non-profit credit 
counseling agencies to assist in managing their broader debt load.  We also encourage them to seek assistance 
from family members, whether those family members cosigned on the loan or not, and encourage borrowers to 
forgo nonessential expenses to responsibly meet their financial obligations. 
 
One of the advantages that we bring to working with our private education loan customers is our expertise in federal 
student loans.  A borrower struggling to make private loan payments is quite likely also struggling with federal 
obligations.  In working with these borrowers, we take a holistic approach to their budget and obligations and we are 
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able counsel them to take advantage of the repayment options on their federal loans, including income-based 
repayment, graduated repayment, consolidation, or other deferments and forbearances.   
 
 
Current Options for Borrowers with Hardship 
 

3. What options currently exist for borrowers to permanently or temporarily lower monthly payments on private 
student loan obligations? To what extent have these affordable repayment options cured delinquencies? 

4. How do lenders typically evaluate whether or not a borrower qualifies for these affordable repayment 
options? If lenders make use of financial models, what are the key drivers of these models?  

5. Do lenders work directly with co-signers to modify terms? 
6. What is the incidence or expectation of re-default rates among restructured private student loans? 

 
At Sallie Mae, we assess the needs of consumers to respond to varying economic and personal financial situations. 
We have developed several programs that directly address these underlying challenges for both primary borrowers 
and cosigners.  We are committed to working with customers to help them navigate difficult financial circumstances 
and preserve their good credit standing. That begins with concentrated outreach to customers with past due loans 
to gain an understanding of the individual circumstances they face.  
 
We offer a variety of alternative repayment options—such as reduced monthly payments, interest-only payments, 
extended repayment schedules, and temporary interest rate reductions—that are highly effective at enabling 
customers experiencing financial hardship to make on-time payments on their loans, and avoid delinquency and 
default.  
 
One of the tools we have developed for customers struggling with their private education loan payments is our rate 
reduction program.  In 2009, we instituted this program to assist customers in repaying their private education loans 
through reduced payments, while continuing to reduce their outstanding principal balance. We offer this program 
when there is a possibility to keep a borrower current in monthly payments through a temporary reduction in the 
interest rate.  To demonstrate the ability and willingness to pay, the customer must make three consecutive monthly 
payments at the reduced rate to qualify for the program. Once the customer has made the initial three payments, 
the loan’s status is returned to current status through forbearance and the interest rate is reduced for a 12-month 
period.  
 
Since the inception of the rate reduction program, we have assisted tens of thousands of borrowers manage 
temporary hardship and maintain regular monthly amortizing payments by modifying interest rates and lowering 
monthly payments.  All of the borrowers in the program have had their interest rates reduced to a level that allows 
them to keep up with monthly payments that reduce their principal balance, in many cases as low as 1%.  Prior to 
the expiration of the 12 month rate reduction period, we contact the customer for an update on their work situation 
and financial profile and together we assess the payment history on their loans.  Based on the updated information, 
we may extend the rate reduction for an additional period.  
 
Most of those entering the rate reduction program have been 90 days or more past due.  Currently we are 
experiencing a 78% success rate, meaning most borrowers have completed the 12-month program.  The rate 
reduction program is remarkably successful in helping these borrowers avoid default—after two years, the default 
rate for severely delinquent borrowers who participate in the rate reduction program is less than one-third of those 
who do not use the program.    
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Our ability to work with customers experiencing temporary hardship and success in helping them avoid default is 
dependent on our ability to modify loan terms, through programs such as rate reductions, the ability to use targeted 
forbearance, and our ability to work with borrowers for more than 120 days of delinquency.  Currently, prudential 
bank regulators severely restrict loan modifications, the use of forbearance, and require lenders to charge off a 
delinquent private education loan at 120 days of delinquency.  At Sallie Mae, delinquent loans are not owned by our 
bank subsidiary, thereby affording Sallie Mae greater flexibility and additional time to work with borrowers and co-
borrowers to resolve the delinquency (we currently charge off private education loans after 210 days).  

While this increased flexibility and extended period prior to charge-off are advantages for our borrowers, we believe 
that this advantage should be applied to bank lenders as well, to assist in helping this unique class of borrowers 
make the transition to successful repayment, regardless of their lender.  We support the CFPB’s efforts to evaluate 
where there may be opportunities for banking regulations to recognize that student loan debts are a distinctly 
different asset class than other types of closed-end debts and provide flexibility and greater time to work with these 
private education loan borrowers.     

We believe that revising banking rules to allow lenders to exercise greater flexibility to modify loan terms and to 
extend the period that banks have to work with willing borrowers, and co-borrowers, will increase the likelihood of 
repayment and avoiding charge-off which benefits both borrowers and lenders.  For private education loans, the 
primary borrower is most often a student making an investment in her or his future by incurring a debt intended to 
be repaid with future earnings.  The full power of these future earnings may take time to accrue to the borrower.  
Greater flexibility through loan modifications, targeted forbearance, and providing for an additional sixty days prior 
to charge-off (for a total of 180 days) could help address the unique issues associated with these borrowers.  We 
find that with our additional flexibility, we are able to assist borrowers as they transition from school to repayment 
and resolve a considerable number of serious delinquencies during the extended period.   

With respect to the charge-off period, as a general rule, the incidence of recovery of a delinquent loan significantly 
declines after charge-off, so the time period prior to charge-off is very important.  Under current banking 
requirements, banks are required to charge off closed-end loans, such as mortgages and auto loans which are 
often secured by the underlying asset, after 120 days of delinquency.  For most closed-end loans, the security 
interest incents borrower payment so that 120 days is sufficient time to recover prior to charge-off.  Private 
education loans, which are also closed-end loans, are presently required to be charged off at 120 days. Yet, private 
education loans are different than other closed-end loans in that there is no underlying asset securing the loan and 
repayment is based on the future earnings potential of the borrower.   In this respect, private education loans are 
more similar to open-end loans, such as open lines of credit, where there is no security; open-end loans are 
charged-off after 180 days of delinquency.  With no underlying asset securing the loan, the additional 60 days to 
contact the borrower and the cosigner, counsel them on repayment options, and develop a holistic repayment plan 
is highly beneficial to the financial institution and borrower.  In addition, a longer period prior to charge-off is more 
consistent with the federal loan program.  Most private education loan borrowers have federal student loans; if they 
are struggling making payments on their private education loans, they are likely struggling with their federal loans. 
However, federal student loans do not default until after 270 days.  Providing additional time prior to default for 
private education loans will allow borrowers more time to work with their servicers to determine a repayment 
solution for all of their education loans. At Sallie Mae we find that we are able to resolve a considerable number of 
delinquencies during this extended period.   Further, over half of the borrowers who have participated in our rate 
reduction program were over 120 days delinquent when they enrolled in the program – without the longer time 
frame, we would have had charged off these loans.    
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Further, it is important to note that loan modifications we make to address the needs of delinquent borrowers, such 
as our rate reduction program, are classified as a “troubled debt restructure” (TDR) and must be reflected as such 
for the rest of the life of the loan. Even if a borrower successfully completes a modified repayment or the rate 
reduction program and enters into successful repayment, the loan remains classified as a TDR.  We support the 
efforts to find alternatives to allow for a distinct treatment of student borrowers for a limited period of time after 
school separation without adverse accounting treatment.3   
 
Defaulted borrowers have more traditional settlement and modification avenues available to them.  Ultimately, the 
incentives to restructure the loan post-default are diminished by the limited opportunity to improve the credit 
standing of the borrower.  Unlike defaulted federal student loans, there is no opportunity to rehabilitate a private 
education loan under the current credit report requirements under the Fair Credit Reporting Act.  As previously 
noted, we support the authorization of a rehabilitation program for private education loans.  

The Fair Credit Reporting Act (“FCRA”) requires private lenders to report accurately.4  As a matter of law, lenders 
may only request to delete information from a credit file if it was reported inaccurately. An exception to this 
requirement is the loan rehabilitation program for defaulted federal student loans.  The Higher Education Act 
authorizes a program whereby a borrower with defaulted federal loans can make a series of on-time payments and 
“rehabilitate” their loans, that is have the default removed from their credit history.  The federal rehabilitation 
program relies on a specific provision in the Higher Education Act which requires the guaranty agency or the 
Department of Education to notify the credit bureaus to request removal of the default from the borrower’s credit 
history.5  In our review of the statutory and regulatory requirements surrounding credit reporting, we believe that 
private lenders do not have such a provision to allow them to request removal of an actual default.  Further, there 
does appear to be some conflict between the FCRA and the HEA authority that would benefit from clarification.6  
We recommend amending the FCRA statute to clarify the authority for federal rehabilitation program to remove the 
default and to make it possible to offer a loan rehabilitation program to private education loan borrowers.   

 
 
Past and Existing Loan Modifications for Other Types of Debt 
   

7. N/A 
 
 

                                                 
3 Current guidance allows for a 6-month forbearance following the initial 6-month grace period.  Loan modifications for any 
delinquent borrower during that period are still classified as a TDR.     
4 Section 623(a)(1)(A) states:  “Reporting information with actual knowledge of errors.  A person shall not furnish any 
information relating to a consumer to any consumer reporting agency if the person knows or has reasonable cause to believe 
that the information is inaccurate.” 
5 Higher Education Act, Section 428F 
6 The HEA requires the guaranty agency and the Department of Education to request that the credit bureau remove the record 
of default.  However, there is no requirement for the credit bureau to accept such change.  Further, the FCRA requires that 
credit bureaus accurately reflect a consumer’s credit, with no exception.    
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Servicing Infrastructure 
 

8. Is the servicing infrastructure utilized by major lenders flexible enough to process loan modifications at 
scale? What are the limitations of these servicing platforms?  Are those limitations capable of being 
overcome?  What are the estimated costs of overcoming those limitations? 

9. What are the key differences between servicing of student loans compared to servicing of residential 
mortgages that must be considered when creating an affordability program?  

The majority of students and families are choosing their servicer when they select their private education lender.  
Sallie Mae, Wells Fargo, and Discover originate most of today’s private education loans and each of these lenders 
service their own loans.  Because we are an education lender, our servicing platforms are built to deal with the 
needs of this class of borrower which is quite different from other types of consumer borrowers.  We have 
developed a number of repayment programs for distressed borrowers because the cost of default exceeds the cost 
of offering these programs.  

The greatest obstacle to the use of similar loan modification programs across other lenders is not servicing 
constraints, but regulation.  As discussed above, prudential regulations limit the flexibility of bank lenders to offer 
much in terms of relief or modified repayment programs prior to default.  That said, there is a cost to modifying 
servicing platforms to meet new program demand and, as such, the cost of these changes should be considered 
before creating new demands.  Our opinion is that the cost would be minimal if a loan affordability program were to 
provide more flexibility to working with distressed borrowers early in the repayment period, especially without 
triggering a TDR classification.  

 
Consumer Reporting and Credit Scoring  
 

10. How are payment plans for defaulted private and federal student loans currently reported to consumer 
reporting agencies?  How are rehabilitated federal student loans reported by consumer reporting agencies, 
and how does that reporting affect credit scores?  

 
Sallie Mae reports the status of a defaulted private education loan to the credit reporting agencies until it is paid in 
full or settled.  Generally, the credit bureaus have a seven-year purge rule for derogatory notations on the credit file 
(bankruptcy/charge-off/default), although each bureau has slight differences in timing. The seven-year clock begins 
on the first date of delinquency that led to the charge-off, not from the charge-off date itself.  Although the credit 
bureaus purge the derogatory record after seven years, as a preventative measure, Sallie Mae deletes the trade 
line from its reporting update once seven years has elapsed from the first date of delinquency for a given loan.   
 
For private education loans, there is no provision under the Fair Credit Reporting Act to remove a default from a 
credit report prior to the seven-year period indicated above.  For charged-off loans that are paid for the full amount, 
we report to the credit bureau, “account paid in full, was a charge-off.”  For those that settle for less than the full 
amount, we report “account paid in full for less than full balance, was a charge-off.”  If a customer enters into a 
payment plan after they default, we report “paying under a partial payment agreement” as well as the actual 
payment amount being made, but the default remains on the record until the end of seven years.   
 
Federal guaranty agencies report default on FFELP loans to credit bureaus. The guaranty agencies report the 
default status until the claim is paid in full or settled in some manner. Typically, they do not report payment plans, 
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whether defaulted borrowers are in a rehabilitation program, wage garnishment, or some other payment agreement.  
If a defaulted FFELP borrower is in a repayment plan, the guaranty agency provides last payment date and 
outstanding balance as part of monthly updates to the credit bureaus, so the credit report would reflect the borrower 
making payments.  Similar to private education loans, defaulted federal student loans remain on the credit report for 
seven years from the first date of delinquency.  The one exception to that is if a borrower successfully completes 
the loan rehabilitation program.  Once a defaulted FFELP borrower successfully completes the loan rehabilitation 
program, the guaranty agency instructs all credit bureaus to delete the trade line related to default.  In addition, the 
guaranty agency sends a notice to the original lender from whom the default claim was purchased.  This notification 
allows the previous lender to update their credit bureau reporting to reflect that the loan has been rehabilitated.  We 
would support a similar program for private education loans (see response to questions 3-6).         
 
 
Lender Participation 
 

11. How might an affordability program sponsored by a public entity mitigate moral hazard and selection bias? 
 
The consideration of any program to provide federal assistance to defaulted private education loan borrowers must 
not undermine efforts of the vast majority of private education loan borrowers who are, in fact, paying off their loan 
commitments. Your recent report to Congress noted that an increasing number of private education loan borrowers 
were current on their loans, despite the surge in the number of borrowers in repayment and the significant drop in 
forbearance.  The lender data in your report showed that 87% of private education loan borrowers were current on 
their loans at the end of 2011, up from 76% in 2007.7  At Sallie Mae, we have seen continuing drops in 
delinquencies and defaults, year-over-year, even as we further improve and target the use of forbearance.  In our 
most recent quarter, current borrowers in repayment were nearly 91%.   
 
 
Borrower of Awareness  
 

12. N/A 
13. What are the most effective communication mechanisms to reach borrowers in distress?  

 
Product design, quality service, and customer communications are key elements to private education loan 
repayment success.  Throughout the repayment lifecycle, Sallie Mae educates customers on repayment options 
through multiple channels and encourages responsible financial decisions.   
 
When customers fall behind on their payments, our focus is to make contact and offer solutions.  We use a variety 
of methods to make contact with distressed borrowers, including phone, mail, web, or social media, to better 
understand their financial situation and discuss various repayment options.  When we identify a borrower in 
distress, we will begin outreach to the borrower and co-signer through phone calls (both automated dialer and 
manual calls), letters, e-mail, text messages, interactive websites, and online chat.  We have developed a web 
platform—Sallie Mae Assist—to assist distressed borrowers.  Delinquent borrowers can use Sallie Mae Assist to 
make or schedule payments, update contact information, review financial literacy materials, review alternative 

                                                 
7 Consumer Finance Protection Bureau and Department of Education, Report to Congress on Private Student Loan, August 
29, 2012.  
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repayment options, or schedule an appointment to speak to an account manager.  Live chat is available through 
Sallie Mae Assist.    
 

The primary intent of the outreach is to understand 
the situation causing the borrower’s inability to 
pay, and to determine what solutions we can 
provide that will facilitate returning the account to 
good standing. The primary barrier to 
communication is generally the borrower’s 
unwillingness to discuss their situation with us as 
their lender.  Through education and awareness, 
we hope to demonstrate to the customer that 
communication is the best way to address their 
situation.  We can only present our alternative 
options for repayment if the borrower engages us 
in conversation. 
 
One successful way that we approach delinquent 
borrowers is by providing them, through e-mail, a 
link to videos that explain their options.  
Delinquent borrowers are often reluctant initially to 
discuss their financial situation with our 
educational loan account managers.  By 
previewing options through a video link, they see 

there are options to help them stay current on their loans and they are more willing to work with us to find a solution.  
Below are links to videos with two of our options:  our 3-pay program and our rate reduction program.   
 
Sallie Mae Assist: 3-PAY Program   
http://www.salliemae-msgworx.com/Default.aspx?ModuleId=868c26b0-82bf-32fa-b4f3-392beb7616ae 
 
Sallie Mae Assist:  Rate Reduction Program 
http://www.salliemae-msgworx.com/Default.aspx?ModuleId=90a24bbf-00b3-8476-d1e3-1197a2301dbf 
 
 
Various federal and state laws can limit the amount of outreach and our ability to gain access to our borrower.  The 
outdated Telephone Consumer Protection Act (“TCPA”), which limits our ability to reach customers on their cell 
phones is a good example of one of these barriers. Based on the demographic of borrowers entering repayment, 
mobile phone is often the only line of contact we may have to reach the borrower and provide assistance.  
Moreover, there is a growing trend among all consumers towards the elimination of landline phones in favor of cell 
phones. For example, over two-thirds of the calls received by our servicing call center are from a cell phone. 
Greater access to our borrowers through outreach would allow us to assist an even greater percentage of our 
distressed portfolio.   
 
The TCPA restricts our ability to contact customers by requiring Sallie Mae to obtain prior consent from customers 
to use an autodialer or prerecorded messages to contact them on their cellular telephone with either a voice call or 
text message. While those restrictions had little impact when the TCPA was first enacted, the impact has grown 
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commensurate with the growth of the use of cell phones.  While it is permissible to manually dial cell phone 
numbers without prior consent, that process is highly inefficient.  Sallie Mae understands and supports the efforts of 
the FCC to curb unwelcome telemarketing calls, but servicing calls made by creditors should not be restricted by 
the TCPA.  We believe this could be accomplished either through an amendment to the TPCA’s statutory language 
that adds such an exemption or by the FCC’s redefining an autodialer to more closely align with the actual statutory 
language under the TCPA and specifically exclude predictive dialing systems used by most creditors from the 
coverage of the TCPA for non-telemarketing calls.    
 
 
Spillovers 
 

14. How do student loan payments impact access to mortgage credit?  How does student debt impact a 
consumer’s ability to accumulate a down payment?  How does student debt impact a consumer’s ability to 
meet debt-to-income requirements for FHA-insured and private sector mortgages? 

15. To what extent does student loan debt impact the market for automobiles?  How does student loan debt 
impact a consumer’s ability to secure an auto loan?  

16. What evidence exists about the impact of student loan debt on consumption, savings, homeownership, 
household formation, entrepreneurship, and other indicators of economic health? 

 
The most recent release on student loans by the Federal Reserve of New York included some information on the 
access to other credit by 25 to 30 year olds.  The data, drawn from a sample of credit bureau data, show that, post 
credit crisis, the amount of student loan debt does not appear to affect the amount of other consumer debt 
(mortgage, auto, credit card, HELOC, and other).  The amount of other consumer debt appears to be the same in 
the age group whether they had a student loan or not.8   

 
The Federal Reserve analysis found that, 
pre-credit crisis, other consumer debt was 
higher for this age group across-the-board 
and that the amount of other consumer 
debt rose with the amount of student loan 
debt.  However, post-credit crisis, as 
consumer borrowing contracted across all 
ages, borrowing declined for this age 
group as well, especially for those with 
higher student loan balances. 
 
The Federal Reserve also looked at the 
share of 25 to 30 year olds with new 
mortgage origination.9  Again, the share of 
25 to 30 year olds with new mortgages 
dropped across-the-board, likely reflecting 
the broader trends in the mortgage 

                                                 
8 Donghoon Lee, “Household Debt and Credit,” February 28, 2013, page 17. 
9 Ibid, page 18. 
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markets.  Those with a current student loan were still more likely to have a new mortgage than those without a 
student loan, likely reflecting the higher education level (and commensurate increase in income).  However, the 
Federal Reserve found, not surprisingly, that there was no access to mortgages for those who had a severely 
delinquent student loan (which, under the Federal Reserve’s definition, includes late stage delinquency and 
defaulted loans).   
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How to promote student loan affordability through community based refinancing

SoFi started in the Fall of 2011 to bring a transformational, community-‐based lending solution to
the student loan industry. We connect students and recent graduates with alumni and other
sources of capital through school-‐specific student loan funds. Borrowers receive a lower rate,
investors earn a competitive return and both sides benefit from the connections formed. In
2012, we refinanced nearly $100 million in both private and federal student loans from
borrowers across 78 public and private colleges, saving over $10 million in interest payments.
In 2013, we plan to originate over $1 billion in loans.

Despite our progress, we can do much more to fix student lending. However, we face
considerable challenges growing our business from outdated and misaligned policy. Archaic
security rules and the disappearance of the JOBS Act have made raising sufficient retail capital to
match loan demand challenging. The combination of the rating agency monopoly and banking
regulations not aligned to support entrepreneurial efforts in the capital markets have limited
our access to institutional capital. Consequently, we can only address a fraction of the tens of
billions of dollars in student loan refinancing demand through our community-‐based solution.

There are several policy actions that can open up the opportunity to bring real innovation to
student lending. The SEC can adopt the JOBS act, and provide further relief to direct issuers
supporting student lending. The Treasury can provide a TALF-‐like facility to open the capital
markets for new student loan asset-‐backed issuers. The government can break the rating
agency monopoly by giving banks the discretion to internally rate student loan asset-‐backed
securities. Beyond the capital markets, promoting financial literacy and holding schools
accountable for graduate repayment would significantly reduce the size and scope of the student
loan problem.

How SoFi Works
SoFi’s name derives from the combination of Social and Finance. We think of social as something
that is local, interactive and transparent – characteristics not usually thought of when discussing
financial services. Our social solution comes in the form of school-‐specific loan funds. SoFi
originates loans to students and recent graduates, and places these loans in funds backed by
alumni and institutional investors. Taking a page from microfinance, borrower performance is
transparent to alumni investors, addressing adverse selection and moral hazard issues. Further,
alumni are engaged not just because of economics, but also because of affinity. Building on this
theme, we actively work to facilitate online and offline interaction between borrowers and
investors, be it through mentoring, career opportunities or seed financing, to strengthen
community engagement. SoFi will launch programs at ANY schools where we have sufficient
alumni support.

The majority (roughly 85%) of SoFi borrowers are graduates who are currently employed. They
are refinancing into 15-‐year, 5.99% fixed rate, fully amortizing loans. Because of our current
emphasis on graduate programs, these borrowers have average student loan balances of roughly
$90 thousand, and save about $9 thousand over the life of their loan refinancing with SoFi.
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SoFi primarily acquires borrowers through social channels. We provide reasons for borrowers
to share they are a SoFi customer, and give them tools to promote SoFi through their social
networks. These reasons include financial literacy – what borrowers save by moving to SoFi.
This has been an extremely productive means for originating high quality assets. Before we
were capital constrained, we were originating over $3 million a day in refinancing loans. That is
the quickest any peer-‐to-‐peer lending business has grown; it took Lending Club five years to
reach comparable volumes. To date, we’ve originated over $100 million in loans, and currently
have a $250 million backlog. We see between $60 billion and $90 billion in immediate
refinancing opportunity, with upside if we can show the combination of our social thesis and
refinancing emphasis pushes down default rates. To that end, we actively engage with our
borrowers through the community, helping with payment issues, networking, job transitions
and more.

SoFi relies on both retail and institutional investors. Investors earn an unlevered 5% coupon,
net of fees but gross of losses. Over time, we expect with leverage investor returns will rise, and
anticipate a 10% IRR over a 5-‐year investment horizon. Given where Sallie Mae has placed
asset-‐backed debt in the markets, we see this as a premium return. Investors also benefit from
the social impact of knowing they are reducing student loan debt, and from the externalities of
the community. Examples of community include our entrepreneur program, where we connect
entrepreneur borrowers with alumni investors interested in seed financing.

Because of the time, cost and complexity of creating a public security, SoFi decided to limit retail
investors to accredited alumni of the schools who invest through a regulation D private
placement. Investment sizes range from $100K to $5 million or more. Because of restrictions on
private placements, we cannot advertise or generally solicit investment. This prohibits us from
using the social channels we use so effectively for borrower acquisition. Rather, we had to
create a broker dealer, SoFi Securities, and hire a sales force of series 7 registered reps to raise
capital on a one-‐to-‐one basis.

For a variety of factors, SoFi augments its alumni capital with institutional investors. One of the
biggest challenges SoFi faces with these investors is that the big three rating agencies (S&P,
Moodys and Fitch) require at least three years of issuance history to receive a rating. Many
institutional investors, including banks, need a rating to invest. Thus, we have focused our
institutional efforts on hedge funds and other asset management firms that recognize the
superior risk and return in the SoFi funds and can secure leverage at advance rates and costs
superior to SoFi to reach their return objectives.

How Policy Could Bring Faster Change
There are multiple areas where policy can facilitate greater innovation in student lending,
particularly relating to refinancing high quality borrowers. One of the easiest of these would be
for the SEC to adopt the JOBS act. The act would allow us to advertise our investment, opening
up the social media channels for capital acquisition. Further, we can crowd source up to $1
million per school fund from non-‐accredited investors, increasing the breadth and quality of our
communities.

Beyond the JOBS act, the SEC can make it easier for a direct issuer to create a public security for
retail investors. We are advised that it will take a minimum of 12 months and millions of dollars
to simply issue a registered note backed by student loans. There should be a “fast path” at the
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SEC to foster innovation, particularly in markets as distressed as student lending. Something
here about how student loan burdens affect the broader economy – inability or much harder to
buy a car, house

For institutional investors, the government can break the rating agency monopoly by allowing
firms to internally risk-‐weight certain types of securities. Ironically, asset-‐starved banks and
insurance companies cannot buy high quality lower yield unrated asset-‐backed paper because
the capital requirements are so high.

In the absence of changes to risk weighting, the Treasury can re-‐introduce a TALF program
specifically for student loans, and include new issuers of unrated asset-‐backed paper in the
program. TALF was critical to restarting the credit card and auto markets, and can be a major
catalyst to driving student loan refinancing.

There is a market for refinanced student loan asset-‐backed securities – the hedge fund interest
we have demonstrates that. However, the market is far from efficient. To the extent policy can
be adjusted to build scale and liquidity, borrowers will benefit from even lower loan rates and
increased community access.

Other Ways to Make Things Better
While I have focused primarily on the capital markets as a way to facilitate innovation in the
student lending space, I am only addressing part of the problem. The explosion of debt is the
result of well-‐intended policy that went bad. Two things can help rein this problem in.

First, every borrower should understand the cost of their education relative to its value. As part
of the admission process, the schools should show salary prospects across majors for that
school, and corresponding serviceable loan amounts. We do this through an application called
“Know Before You Owe” – it’s something every financial aid office should adopt as best practices.

Second, the schools should have some accountability of the ability of borrowers to repay. The
parallels between mortgages and student lending are disconcerting. Much like mortgage
brokers, schools have no accountability to ensure the cost of education is commensurate with
the value. Having some kind of economic claw back (or reserve) would have far-‐reaching and
positive impact on the cost of education and default rates.
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Steven C. Krane Special Committee on Student Loan Assistance for the Public Interest  
(SLAPI) 

 
 Public service attorneys play a critical role in society.  Historically, however, public service 
lawyers are paid a mere fraction of what their corporate counterparts can earn by working at a private 
law firm and/or for a large corporation.  This pay disparity in combination with the daunting law school 
loan debt recent graduates face - - in some cases as much as a mortgage for a modest home - - tends 
to dissuade many from pursuing a public service career or staying in the field for the long term.  In 
recognition of the ever increasing need for attorneys in the field of public service, the New York State 
Bar Association in 2001 created the Student Loan Assistance for the Public Interest (“SLAPI”) Program: 
(1) to study the impact law school indebtedness has on the ability of government and public service 
employers to attract qualified attorneys to pursue careers in public service; and (2) to develop a plan to 
assist new lawyers in pursuing public service careers by reducing indebtedness. 

 
 From 2004 through 2008, SLAPI was funded through the generosity of grants provided by 
the New York Bar Foundation and donations made by law firms. During this period, the Foundation 
donated $118,900 and law firms contributed another $6,100.  A total of four, $5,000 loans were made 
each year during this period to eligible attorneys employed in government and/or legal services 
programs.  No Foundation grants were received during 2009-2010.   
 

The Special Committee was renamed in memory of Chairman Steven C. Krane who 
passed away unexpectedly in June 2010.  The Foundation established a fund in Mr. Krane’s 
memory and approximately $50,000 in donations were received.  

 
 In January 2011 the Special Committee held a convening of stakeholders during the 
Association’s Annual Meeting, including representatives from NYS law schools, members of the 
Committee on Attorneys in Public Service, members of the Committee on Legal Aid, members of the 
President’s Committee on Access to Justice, and a sampling of staff from legal services organizations, 
to find out their views on Loan Repayment Assistance Programs and what assistance, if any, they 
would want from NYSBA.  The convening was moderated by Fordham University Law School Professor 
Steven Brown.  
 
 Attendees were educated about the rapidly evolving federal loan repayment landscape and 
the launch of a great many new law school loan repayment assistance (LRAP) initiatives. These 
developments meant that recent law school graduates now had available a much wider array of loan 
repayment assistance options to choose from in sharp contrast with what was available when SLAPI 
was created.  Discussions during the convening further established that more senior attorneys, those 
employed in public service five or more years, were not only ineligible for the newly created LRAP 
programs but also would not qualify for most law school LRAP programs.   
 
 For these reasons, the Special Committee determined that future grants should be targeted 
at more experienced public service attorneys, those practicing five or more years who were at greatest 
risk of leaving the field on account of their overwhelming debt burden and ineligibility for many of the 
federal or law school LRAP programs which had been recently created. 
 
 The convening also revealed that many government and public interest employers were 
unaware of the recent developments in loan repayment assistance and, as a result, were ill-equipped to 
inform prospective employees about these programs. Similarly, although some law schools employed 
staff that were knowledgeable in loan repayment assistance programs, others did not. 
 

CFPB-2013-0004 299



2 
 

 Based on these findings, SLAPI determined that it would be highly beneficial to launch an 
education campaign to inform government and public interest employers about the available loan 
repayment assistance programs and provide guidance to these employers about how they could use 
these programs as part of their employee recruitment/retainment efforts.  Similarly, SLAPI concluded 
that it could perform a vital public service role by using its website to provide up-to-date information for 
law graduates and government/public interest employers about available LRAP programs.  

 
During 2012, the Special Committee accomplished the following goals: 
 

• Revamped its website to provide up to date information about LRAP programs, including SLAPI, 
and links to Equal Justice Works which is the leading center for loan repayment assistance and 
the ABA loan repayment programs; 

• Conducted two webinars – The first was held during November for law students/graduates and 
addressed available types of loan repayment assistance options. In February, SLAPI hosted a 
webinar for government and public interest employers; 

• Developed an employer loan repayment assistance toolkit;  
• Disbursed four (4) loans to qualifying attorneys, each of whom has been employed more than 

five (5) years in legal services positions. 
 
Of the four 2012 loan recipients, three were rendered ineligible for the 2013 SLAPI 

program on account of salary increases. In addition, the majority of the 2013 applicants reported 
income which rendered them ineligible for the program. On account of these developments 
SLAPI has undertaken a review its income eligibility guidelines.  

 
In 2013 only three loans, totaling $12,000, were disbursed. SLAPI continues to conduct 

biannual education webinars for lawyers and employers. 
 
 Since it was established in 2010, no additional donations have been made to the Steven 
C. Krane Fund during 2012-2013. SLAPI is investigating available fund raising options so that 
the program may remain financially viable.  
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Request for Information Regarding an Initiative to Promote Student 
Loan Affordability (Docket No. CFPB-2013-0004) 
 
Student Loan Counseling Service, Inc. (SLCS), a wholly owned subsidiary of CBE Companies1, 
is pleased to respond to the Consumer Financial Protection Bureau’s (CFPB) Request for 
Information regarding its initiative to promote student loan affordability. (Docket No. CFPB-2013-
0004)  
 
As a student loan default aversion counseling service provider with nearly fifteen years of 
experience communicating directly with over 800,000 delinquent student loan borrowers, SLCS 
works individually with borrowers to establish and sustain repayments on their loans, helping 
them avoid the unfortunate experience of default. SLCS appreciates the opportunity to provide 
our unique perspective on ways to promote student loan affordability and improve the 
repayment experience for the millions of students and their families who have no alternative but 
to borrow money to finance a postsecondary education.  

Introduction 

Public policy makers and media focus most of their attention on default rates or the growing cost 
of federal subsidies that support student loan programs. The financial consequences on 
individual borrowers have gone largely overlooked – regardless of whether they are maintaining 
repayment or falling into default. As the cost of college continues to soar and the average 
amount of loan indebtedness grows, the ‘student loan bubble’ could be the next financial 
calamity to affect the personal and financial lives of an entire generation of students.  
 
Students are borrowing overwhelming amounts of money from multiple sources to finance their 
educational goals. At the time, they are willing to do whatever it takes to finance their college 
education and worry about repayment in the seemingly distant future. Due to lack of consistency 
in the terms and conditions of federal and private loans, even sophisticated borrowers, well 
versed in the management of their financial affairs, are exasperated by the maze of different 
forms, rules, and requirements. Add into the mix a difficult job market, higher college costs, 
exploding indebtedness levels and a general lack of financial literacy, student borrowers face a 
broad spectrum of repayment challenges with no easy answers. An entire generation of 
American students faces growing repayment challenges that range from administrative 
complexity to questions of college affordability to debt-to-income ratios that threaten the ability 
to repay their loans.   
 
There are a vast number of highly individualized reasons why student loan borrowers have 
difficulty managing repayment of their student loans.  

 Lack of education about the basic terms and conditions of the loan, such as when loans 
become due, what repayment options are available, or the total payback amount. 

 Embarrassment about their delinquency and simply ignoring the obligation hoping it will 
somehow go away.  

                                            
1 CBE Companies is a privately owned accounts receivable management and customer care organization established 
in 1933. CBE’s corporate motto is “Making Customers Better”. Student Loan Counseling Service, Inc. (SLCS) is a 
wholly owned subsidiary of CBE Companies. SLCS was established in 1999. Headquartered in Cedar Fall, IA, with 
operational centers in Cedar Falls, Waterloo, West Des Moines, IA, and Overland Park, KS, CBE is dedicated to 
growth and service in the credit and collections industry. CBE employs more than 700 employees and serves the 
debt recovery and customer care needs of more than 500 clients nationwide in the following business sectors: 
Government and Education, Healthcare, Telecommunications and Utility, and Financial Services. CBE is nationally 
recognized for its commitment to competitive results with a focus on consumer advocacy. 
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 Losing track of the lender(s) or servicer(s) of their loans and how to contact them 
 Falling behind on payments especially if juggling multiple loans from multiple lenders, 

along with the costs of basic necessities and other financial obligations 
 Unrealistic expectations of their chosen career’s salary, thus inability to establish, 

maintain or sustain repayment due to lack of employment or underemployment 
 Unwillingness or no intention to repay the loan 

 
At SLCS, we do not subscribe to the idea that all student borrowers refuse to acknowledge their 
financial obligations; we believe students understand they have a loan and know the loan must 
be repaid. But what they don’t know is:  

 How do I manage my loan’s repayment? 
 Who is my lender and who do I to contact to arrange repayment? 
 What should I do if I find myself in repayment difficulty?  
 What is the amount of my monthly payment amount? 
 What is the total amount I will have to pay by the time I finally pay off my loan?  

 
On an encouraging note, we have found that most borrowers respond positively to intervention 
and personal assistance provided by a trusted and knowledgeable source that can help them 
answer their repayment questions, help them decipher the complexities of student loan 
repayment and help them make informed decisions that will enable them to establish, sustain 
and complete repayment. Most borrowers—even those encountering financial difficulties—want 
to repay their loans and get their lives back on track.  
 
Our report describes ways that we believe will strengthen borrowers’ ability to more effectively 
manage and repay their loans as promised as well as enable default aversion service providers 
to more effectively counsel student borrowers. Specifically, SLCS’ report offers our insight and 
recommendations on the following aspects of student loan affordability and repayment: 

 Recommendation 1: Identify the ‘total payback amount’  
 Recommendation 2: Rethink the content and delivery of  consumer information  
 Recommendation 3: Modernize the Telephone Consumer Protection Act (TCPA) 
 Recommendation 4: Restore access to the National Student Loan Data System 

(NSLDS) for default aversion servicers 

Recommendation 1: Identify the ‘total payback amount’ 

A common misunderstanding among borrowers is that student loans require minimum monthly 
payments of only $50 a month after one leaves school. This myth is perpetuated in college 
financial aid brochures, media reports, and even government publications that seek to promote 
college affordability, college access and availability of low cost government loans. In our work 
with students, SLCS has found that few financial aid administrators and even fewer student-
borrowers are cognizant of how much money they must repay—the total payback amount—
when borrowing for education.  
 
We have found that no entity in either the federal or private loan programs does a particularly 
good job of:  

 Depicting how costs can escalate under certain circumstances (interest capitalization, 
collection costs after default, other penalties, etc.)  

 Showing recommended income a student should earn to reasonably afford repayment. 
(Various debt-to-income studies have found that a borrower’s monthly student loan 
payment should be 8-10% of monthly gross income for the student to afford payments.)  

 Describing examples of the total payback amount 
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In the following example, if a student borrows the national average of $24,000 and:  
 Repays the loan on time as promised: Borrower pays $276 per month; total payback 

amount is $33,143 over 10 years. Recommended income: $2,760/mo (or $33,120/year)  
 Receives a 36-month hardship forbearance (does not default): Payments increase 

to $336 per month; total payback amount is now $40,374 when unsubsidized interest is 
capitalized and added to principal balance. Recommended income: $3,360/mo (or 
$40,320/yr)  

 Defaults: Monthly payment increase to $562-$713 depending on the payment plan. 
Total amount owed can escalate to nearly $67,000, because of accrued interest, 
collection costs, and other late fees and penalties.  Recommended income: $6,024/mo 
(or 72,289/yr) 

 
SLCS has found that when borrowers are provided with specific examples of monthly payments 
and when they realize the total payback amount, they become aware of how their money is 
being spent and thus, become more engaged. Providing borrowers with this information helps 
them identify the most affordable and sustainable payment arrangements based on their 
financial situation. By showing borrowers how costs may increase as a result of forbearance, 
they are encouraged to establish reasonable payments and get in the habit of making those 
payments from the beginning of their repayment period, thereby reducing the total cost of 
repayment as much as possible. If a borrower chooses to utilize a temporary forbearance, we 
encourage them to resume payments at the earliest point in time possible. SLCS will follow up 
with the borrower at the expiration of a scheduled deferment or forbearance period, actively 
engaging the borrower to see if they are able to resume payments, further minimizing the 
likelihood of default. 
 
Unfortunately, student borrowers are provided with a substantial amount of ‘generic’ information 
describing repayment terms and conditions. The industry needs to do a better job of providing 
realistic information early in the financial aid and borrowing process in prominent, easy-to-use 
formats. We believe if total payback amount and results of forbearance and default are more 
realistically communicated, it will improve borrowers’ awareness of the importance to not over-
borrow and to begin making consistent payments from the start of their repayment period. 

Tables showing total payback amount and recommended income  

The tables below highlight examples of typical amounts borrowed, corresponding monthly 
payment amounts and how much must be repaid in total. Table A indicates monthly payment 
amounts, total payback amounts and recommended income levels for various levels of 
indebtedness for borrowers who repay their loans without defaulting. Table B indicates how 
costs escalate for defaulted borrowers.  
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Recommendation 2: Rethink the content and delivery of borrower education 

The emergence of financial literacy education for young people is still in its infancy stage. The 
majority of Americans, and more specifically younger generations, get their news and 
information from images on a computer screen, from sound bites lasting only a few seconds, 
and from 140-character tweets. Laws governing communication have neither kept up with 
technology nor with peoples’ communication preferences. The traditional manner of delivering 
consumer information to student borrowers can best be described as a passive approach. 
Student borrowers receive important loan management information and other required 
disclosures in both print and electronic form, yet today’s borrowers remain (un)surprisingly 
uninformed about basic financial literacy and management of their student loans including: 

 The definitions of basic financial terminology and concepts, such as forbearance and 
capitalized interest 

 The name of their lender(s) or how much they borrowed 
 Basic student loan repayment responsibilities, such as informing the lender of a change 

of address 
 Consequences of default  

 
Despite widespread efforts to improve the content, form and delivery of consumer information, 
we must rethink how financial literacy and repayment information can be better delivered to this 
generation of borrowers. Rethinking how we deliver this information will be especially important 
for coming generations who rebuff previous era communication mediums and rapidly adopt 
emerging communication tools, but will be the primary recipients of federal and private student 
loans. The debate will be difficult and it will question traditional thoughts and tenets of personal 
financial responsibility, protection of the federal fiscal interest, and the role of behavioral 
economics and social justice in the nation’s education and economic activities. 
 
CFPB can play a central role in helping shape and influence how financial information and 
messaging about consumer credit, in general, and student loans specifically, is delivered. We 
urge CFPB to work with other federal and state agencies, such as The U.S. Department of 
Education (ED), the Federal Communications Commission (FCC) to improve consumer 
education and modernize our laws and regulations. We must align and facilitate 
communications methods that match consumer communication preferences, such as cells 
phones, e-mail, and emerging technologies. We also believe that our free enterprise and credit-
based economic system must be supported and protected. In rethinking the content and 
delivery of consumer information, we must consider the following factors and behaviors: 

 Borrowers don’t see immediate and logical consequences of becoming delinquent on 
their student loans. They believe the ramifications, if any, are down the road and can be 
dealt with later. Missing a student loan payment doesn’t have the same consequence as 
missing a cell phone payment. 

 Financial literacy education is not a national priority. Our economy and credit-based 
society requires earlier, more effective integrated education that reinforces basic 
financial concepts and life-long benefits of managing credit wisely. Elements should 
include elementary, secondary and postsecondary education focused on financial 
literacy and coaching; high school certification prior to college enrollment; or mandatory 
college coursework that institutions cannot charge students for attending.    

 There is not enough positive reinforcement for staying current. Our financial and legal 
systems reinforce negative consequences. Young and inexperienced consumers need 
to learn about taking positive, proactive steps to manage their finances. An alarming 
segment of our population seeks the course of least resistance and does not accept 
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active and engaged responsibility for managing their financial affairs; this leads to poor 
self esteem, negative credit history and excessive indebtedness.    

 The ease of obtaining administrative forbearances weakens the habit (and benefit) of 
making regular payments. While a deferment and forbearance can be a useful tool in 
certain situations, we believe overreliance on this frequently leaves borrowers in a more 
difficult situation due to capitalization of unsubsidized interest. It may be easier to put off 
or postpone payments today, but the overuse of forbearance often results in it becoming 
more difficult to repay in the future. 

 Current laws have not kept up with evolving communication technologies. Restrictions 
on creditors’ and counselors’ ability to reach consumers in ways that match consumers’ 
communication preferences hinder the delivery of critical account information. Laws 
must be modernized to keep up with consumer preferences and advancements in 
communication technology.   

 The financial world does not speak the ‘same language’ as younger consumers who rely 
extensively on social networking media. The medium does not lend itself to legal, secure 
or private ways to communicate protected personally identifiable financial information. 

 When student borrowers fall behind on their student loan payments, they frequently 
become embarrassed and may go into denial and avoid opening mail or answering 
phone calls. Emphasizing the benefits of repayment (instead of negative consequences) 
is an effective way of becoming a trusted source for loan repayment information and 
answers that help borrowers accept responsibility for payment. 

 Many delinquent borrowers are in constant financial distress. If delinquent on one 
student loan, they are likely delinquent on other loans or debts. Borrowers are often put 
in the position to choose which bills to pay. We must explore ways to improve and 
expand repayment plans that address these situations.  

 

Recommendation 3: Modernize the Telephone Consumer Protection Act 

 
According to CTIA, the wireless cell phone trade association, the total number of active cell 
phones in the U.S. is now 101% of America’s population, and 36.8% of households are wireless 
only. The Telephone Consumer Protection Act (TCPA) has not been modernized to reflect this 
growing trend since it was first enacted into law in 1991.  
 
As cell phone and mobile devices increasingly become the preferred method of communication, 
advancements in technology permit lenders and servicers to effectively and efficiently convey 
critically important information to consumers that helps them better understand and manage 
their student loans and other credit obligations. As the use of mobile devices become the 
primary or exclusive means of communication, an outdated TCPA restricts useful, informational 
calls that use auto dialer or prerecorded messages to mobile devices, even though law permits 
the exact same calls made to traditional landline phones. Maintaining these restrictions imposes 
significant and unwarranted costs and inconveniences on consumers, businesses, and the 
economy as a whole. In some cases, such restrictions may facilitate or allow consumers to 
purposely evade acceptance of financial obligations. 
 
SLCS urges the CFPB to work with Congress and other federal regulatory agencies to identify 
and support statutory changes that will modernize TCPA. 

 Enact constructive, common-sense updates that permit delivery of important, time-
sensitive financial and account management information to consumers on their mobile 
devices. Student loan borrowers, who increasingly rely almost exclusively on cell phones 
for receipt of voice communications, stand to benefit significantly should we be able to 
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deliver important loan repayment and default aversion counseling information to them on 
their preferred methods of communication. 

 Exempt informational calls to cell phones of existing customers from restrictions on auto-
dialer and artificial/prerecorded voice messages. 

 Protect wireless consumers from unwanted telemarketing calls. 
 Enact rules that discourage frivolous lawsuits that take advantage of current law.  

 

Recommendation 4: Restore access to the National Student Loan Data System 
(NSLDS) for default aversion servicers 

The U.S. Department of Education’s (ED) National Student Loan Data System (NSLDS) is a 
comprehensive database containing personal and financial information about an individual’s 
receipt of federal student aid, including a history of federal student loans borrowed. Access to 
NSLDS data is governed by the Privacy Act of 1974, as amended. The NSLDS is crucial to 
default aversion servicers in achieving the goal of helping reduce defaults and helping students 
manage repayment of their loans. 
 
Default aversion servicers, such as SLCS, were granted access to NSLDS information with 
authorization from its guaranty agency clients from 1999 to 2008. SLCS possessed view-only 
access of NSLDS and did not have updating capabilities like colleges and universities and 
guaranty agencies. ED suspended access in 2008 when concerns were raised about certain 
entities’ improper use of NSLDS information, most notably lenders and lender servicers who 
were identified as using NSLDS information for improper marketing activities related to loan 
consolidations.  
 
The Privacy Act and federal regulations (64 Federal Register 72384, 72395-72397 published 
December 27, 1999), permit NSLDS information access to guaranty agencies, servicers, and 
other types of financial aid organizations for specific purposes.This statutory provision is also 
described in ED Dear Colleague Letter GEN-05-06, dated April 8, 2005. The letter reminds 
members of the financial aid community who have access to information in NSLDS that they are 
responsible for using their access properly and only for certain defined purposes. These 
purposes are limited to the following activities: 
 

1. Determining a person’s eligibility for Title IV student aid 
2. Billing and collecting on a Title IV loan or grant 
3. Enforcing the terms on a Title IV loan 
4. Submitting student enrollment information 
5. Ensuring the accuracy of a financial aid or borrower record 
6. Assisting with default aversion activities (italics added) 
7. Obtaining default rate information 
8. Updating an NSLDS record 
9. Teacher Loan Forgiveness Update  
 

As noted, even though organizations assisting with default aversion activities are permitted by 
law to have NSLDS access, ED has not permitted access to aversion servicers since 2008.  The 
National Council of Higher Education Loan Programs (NCHELP) and other organizations have 
requested ED reverse its policy of excluding aversion servicers, but ED has not acted on the 
requests, citing privacy concerns. Although improper use of the data was limited to entities other 
than default aversion providers, ED has deemed that all categories of ‘external users’—even 
those with who provide beneficial default aversion counseling activities—remain suspended. 
The exclusion frustrates efforts of organizations, such as SLCS, who have demonstrated the 
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capacity and track record to deliver highly effective assistance to borrowers facing repayment 
difficulties.  
 
We agree that access to entities that perform improper activities in violation of federal guidance 
should be excluded.  However, access to NSLDS by default aversion servicers – including 
servicers such as SLCS who safeguard information and demonstrate compliance with NIST, 
FISMA and other relevant federal data security requirements—should be permitted in 
accordance with the letter and spirit of federal law. Not only is access in the best interests of 
borrowers, but it also protects the federal fiscal interest by reducing unnecessary default costs. 
NSLDS contains the most complete and accurate information available and it should be made 
available for use to help borrowers avoid the serious consequences of default.  
 
Given most borrowers’ inability to effectively provide accurate account information, SLCS urges 
CFPB to encourage ED to modify its NSLDS access policy and once again permit default 
aversion servicers, with appropriate authorizations and safeguards in place, to obtain look-up 
access to NSLDS. 
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About Student Loan Counseling Service, Inc. 
 
Student Loan Counseling Service, Inc. (SLCS) provides default aversion counseling services to 
seriously delinquent student loan borrowers. Since its establishment in 1999, SLCS has helped 
more than 800,000 borrowers repay their loans and avoid default. SLCS has serviced more than 
$8-billion in outstanding loans during its nearly fifteen year history. During this period of time, 
SLCS has brought current or ‘averted’ from default nearly 90% of the student loan accounts 
referred by its clients. 
 
SLCS is a third party servicer for guaranty agencies, lenders and servicers operating in the 
Federal Family Education Loan (FFEL) program, authorized by Part B of Title IV of the 
Higher Education Act (HEA) and the William D. Ford Direct Loan (DL) program authorized by 
Part D of Title IV of the HEA. SLCS operates in accordance with rules promulgated under the 
Code of Federal Regulations 682.404(a)(2)(ii). In addition to providing default aversion services 
under these statutes, SLCS provides early intervention, cohort default rate reduction, late stage 
delinquency and other default reduction services. SLCS also offers its default aversion account 
tracking and operating system on a hosted basis to guaranty agencies and other student loan 
entities.  
 
SLCS was established in response to the Higher Education Amendments of 1998. These 
amendments to the Higher Education Act established a default aversion fee that provides an 
added financial incentive for guarantors to actively engage and communicate with borrowers 
who are in danger of going into default. Under the law’s provisions, guaranty agencies are paid 
a default aversion fee equal to 1% of unpaid principal and accrued interest on a loan that 
becomes 60 days delinquent. Should a loan default, the guarantor must rebate the default 
aversion fee to ED. SLCS locates and communicates with individual delinquent borrowers. As 
part of this process, we coordinate three-way conference calls with the borrower and lender 
servicer to ensure payment arrangements are established. We work one-on-one with borrowers 
to help them resolve the delinquency and successfully bring their delinquent loan(s) into “current 
status” via the establishment of payments, deferment, or forbearance. 
 
SLCS was established to provide ‘new paradigm’ default prevention solutions. SLCS was the 
first firm in the nation established and dedicated exclusively to promote default aversion with a 
focus on borrower success. Innovative approaches include:  

 1-on-1 counseling with certified loan counselors employing  interactive counseling 
strategies vs. a passive information-only delivery approach 

 Engaging borrowers to accept responsibility for loan repayment and make smart 
financial choices  

 Identifying the most appropriate short and long-term repayment solutions based on the 
individual  borrower’s financial and educational situation 

 Helping identify affordable and sustainable payment arrangements 
 Reinforcing the habit of making payments to reduce the cost of accrued or capitalized 

interest  
 Emphasizing the benefits and advantages of staying current (vs. the consequences of 

default) 
 Improving borrowers’ financial literacy and personal financial management knowledge 

and skills 
 
SLCS is unique in that we avoid the inherent conflict of interest that exists between default 
aversion efforts and post-default collections, or conflicts related to being a lender or servicer that 
holds and services its own loans. Our focus is to help borrowers make smart financial choices 
by paying off their loans as soon as possible. In adopting a ‘payment-first’ approach, we 
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encourage borrowers to get in the habit of making payments, if at all possible, and not take the 
easy way out by obtaining a forbearance – which only delays payment and increases the 
amount a borrower must repay. Many aversion services encourage forbearance, but tools like 
forbearance many times make a borrower’s situation worse. Interest accrues, balance and 
payment size increase. It may be more convenient to put off or postpone payments today, but 
because of capitalized interest costs, the ability to repay tomorrow becomes even more difficult, 
resulting in higher repayment costs for the defaulted borrower and greater reinsurance losses 
for the federal government. 

SLCS employs an active engagement and counseling approach to communicate with 
borrowers. Rather than relying on written correspondence and notices (i.e. due diligence 
approach), SLCS contacts borrowers by telephone. We deliver a positive counseling approach 
focused on student repayment success. We engage borrowers in a respectful, yet urgent, 
discussion that invites them to accept responsibility and ask questions about their loans. We 
convey the importance of entering repayment and remaining in good standing. We provide a 
clear understanding of the monthly payment amount, payment options, and total payback 
amount. We present short-term solutions and a comprehensive long-term view of the repayment 
process. Our goal is to become a ‘trusted source’ able to answer questions and identify 
payment solutions that they can afford to sustain. This direct, positive and interactive 
communication approach is an essential element that leads to student-borrowers honoring their 
repayment promise. 

By encouraging a payment-first approach, we attempt to get borrowers into the habit of making 
payments – even if it is a small payment, because we believe borrowers are better served when 
they become more engaged consumers. If they can afford to make payments they reduce their 
total payback amount and they emerge from repayment sooner with the personal satisfaction 
that they have accomplished an important personal and financial achievement. 
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So, this scheme distracts from the critical need for the return of bankruptcy protections, and will in 
all likelihood harm greatly the majority of borrowers who sign up for it, but are expelled from 
program owing far more than when they entered.  
 
The citizens desperately need plain, simple clarity from the CFPB. This means simply pushing for 
the return of the bankruptcy protections that should have never been taken away, not this 
shameless combination of crony capitalism, beltway corruption, and bad governance.  
 
If the CFPB turns its back on the citizens as this proposal indicates, the leadership will be held 
strongly accountable, and the stain on the president, and Congressmen who created this office will 
be dark, and deep.  
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       April 8, 2013 
 
Filed at http://www.regulations.gov 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street, NW  
Washington, DC 20552 
 
RE: Docket No. CFPB-2013-0004 

CFPB Request for Information Regarding Options to Increase Availability of Affordable 
Payment Plans for Borrowers with Existing Private Education Loans  

 
Dear Ms. Jackson:  
 

In response to the CFPB’s request for options that would increase the availability of 
affordable payment plans for borrowers with existing private student loans, published in the 
Federal Register on February 27, 2013, the Student Loan Servicing Alliance Private Loan 
Committee (SLSA PLC) submits the following responses. SLSA is a non-profit trade association 
made up of approximately 25 major student loan servicers whose members service more than 
$625 billion in federal student loans for almost 40 million borrowers. In addition SLSA members 
service over $85 billion in private education loans for approximately 5 million borrowers. The 
SLSA PLC is a committee made up of over 55 organizations (some of whom are not SLSA 
servicers) involved in financing, lending, servicing, and collecting private education loans. 
Student loan service providers are responsible for a range of services to lenders, including the 
processing of loan applications, communications with consumers, the provision of disclosures 
and billings, the processing of payments and the collection of payments.  
 

Our perspective is limited to certain questions that the CFPB posed in its Request for 
Information, and therefore we are only responding to the questions where we have relevant 
expertise.  
 
Servicing Infrastructure 
 

8. Is the servicing infrastructure utilized by major lenders flexible enough to process 
loan modifications at scale? What are the limitations of these servicing platforms? 
Are those limitations capable of being overcome? What are the estimated costs of 
overcoming those limitations? 
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Student loan servicing systems are generally customized systems designed to meet the unique 
requirements of such loans and our customers.  Many of the existing private education loan 
servicing platforms were originally created to service federal student loans.  Others are, or were 
originally, installment loan systems developed to support products such as auto loans.  To the 
extent that there are existing repayment or loan modification programs supported by the platform 
that would meet the requirements for private loans or that would meet such requirements with 
some modest enhancements, servicers could readily recreate such programs to support private 
loans. For example, there are interest-only and graduated repayment options already 
programmed for federal loans.  However, to the extent that lenders and regulators agree on new 
types of modifications, or substantially change the parameters of the existing repayment options, 
then it will take time and expense to reprogram. The time and expense of such modifications 
would be dependent on how similar or dissimilar the programs are to currently supported 
programs, as well as the systems used to support servicing.   
 

In addition, it will depend on the number and complexity of the modifications. Private 
education lending programs have historically been tailored to individual lenders’ parameters, 
and, in some cases, to specific characteristics desired by colleges and universities. There was 
also variety within an institution of higher education depending on the type of program (for 
example, law loans and health professional loans). To the extent that the loan modifications can 
be limited in number and standardized in scope, it will facilitate a more rapid roll-out. The need 
to customize numerous variations on modifications for multiple clients simultaneously will 
dramatically slow down the process, make the enhancements more costly, and given cost and 
resource constraints, may limit the availability of such options.   
 

Finally, it is worth noting that most existing private education loan servicing systems are not 
programmed to deal with the Troubled Debt Restructuring (TDR) rules promulgated by the 
federal banking regulators, including the accounting and reporting requirements. As noted above, 
many of these systems are based on federal loan servicing systems, to which the TDR 
requirements are not applicable. Further, the relatively small size of each individual education 
loan (as compared to a mortgage, for example) potentially makes compliance with the TDR 
accounting and reporting requirements prohibitively expensive, thereby further restricting the 
availability of such programs.  
 

Many borrowers who are having difficulty repaying their student loans cite the lack of 
employment opportunities as a key factor in their inability to repay. Borrowers who thought that 
they would be able to find good-paying jobs after graduation find themselves either under-
employed or unemployed. Although their situations are beginning to improve, it has taken longer 
than expected.  With respect to new loans going forward, it would be helpful to be able to 
provide greater flexibility to borrowers in the first few years of repayment, to allow them 
sufficient time to find a job and begin having some financial success. There are several ways to 
provide this flexibility, including graduated repayment as suggested by the Consumer Bankers 
Association (CBA) in its March 27th letter to the prudential banking regulators. In addition, it 
may be helpful to consider pushing out the date at which a private loan must be charged off to 
allow the lender and servicer more time to work with a borrower who is having difficulty making 
the transition from school to work and repayment. Many private education loans default at 120 
days past due, whereas federal loans default at 270 days past due. Extending the private loan 
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default date would allow extra time for the borrower to get his feet under him and work out a 
satisfactory arrangement with the lender/servicer. As the CBA notes in its letter, however, in 
order to be workable, solutions must not trigger the TDR requirements.           

 
 

9. What are the key differences between servicing of student loans compared to 
servicing of residential mortgages that must be considered when crafting an 
affordability program? 

 
The economics of student loan servicing differ greatly from the economics of mortgage loan 

servicing, and many of the other differences between the two types of servicing are driven by 
this fundamental divide. Mortgage loan servicers are normally compensated by receiving a 
percentage of the unpaid balance on the loans they service. The servicing rights for mortgages 
are considered a commodity, and are bought and sold separately from the mortgages themselves.  
 

Student loan servicing, on the other hand, is a straightforward fee-for-service business, where 
fees often vary based on loan status. Student loan servicing rights are not perceived as a 
commodity and are not bought and sold separately as they are in the mortgage world.  Student 
loan servicers service private loans in accordance with program rules established by the lender. 
While the program rules may vary from lender to lender and even from loan program to loan 
program within a single lending entity, there is one over-arching principle that applies in all 
instances: the student loan servicer lacks any authority on its own to relax the lender’s program 
requirements or to provide any repayment options not provided within the lender’s program.  
 

All loan servicing is highly automated, but because of the small size of the individual student 
loan relative to mortgages and other debt, it is especially necessary that student loan servicing be 
highly automated and efficient. According to TICAS’ Project on Student Debt, the average 
college student graduated in 2011 with $26,600 in debt; however, that debt is not one loan as it 
would be for a car; it is likely to be 4-12 loans (depending on the student’s mix of subsidized and 
unsubsidized federal loans and private loans). Even considering only private loans, the CFPB 
must keep in mind that the servicer is likely to have on its system a separate loan for every year 
that the borrower was in school, and that the terms of those loans may vary somewhat from year 
to year, even if made by the same lender. Given the number of student loans per borrower, it is 
important that any solution proposed by the CFPB be implementable across numerous loans with 
varying terms. 
 

For these reasons, it is SLSA’s recommendation that the CFPB, in exploring options to 
increase the availability of affordable payment plans for borrowers with existing private student 
loans, should begin with the lenders, who are the only parties with the power to change the 
repayment options, and should involve the prudential regulators early in their discussions, in 
order to ensure that proposed solutions will not trigger the TDR accounting and reporting 
requirements.  The servicers should become involved in the discussions once the parties have 
identified some specific options. At that time we will be in a better position to discuss cost and 
time constraints and the difficulty of establishing additional repayment options.     
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Consumer Reporting and Credit Scoring 
 

10. How are payments [sic] plans for defaulted private and federal student loans 
currently reported to consumer reporting agencies? How are rehabilitated federal 
student loans reported by consumer reporting agencies, and how does that reporting 
affect credit scores? 

 
The Consumer Data Industry Association (CDIA) publishes a Credit Reporting Resource 

Guide using the Metro 2 Format so that entities reporting to credit reporting agencies (CRAs) 
can provide accurate, complete and timely credit information in accordance with federal and 
state consumer laws. The Credit Reporting Resource Guide requires information furnishers to 
report specific codes and comments depending on the status of the loan. Chapter 11 of the Guide 
provides special guidelines for student loan reporting. Under the reporting guidelines, once a 
loan has defaulted, there are no “payment plans” as such; the entire amount of the loan is due and 
payable once the loan defaults and a final demand letter has been sent. If a borrower makes 
payments on a defaulted loan, the payments will cause a reduction in the balance due in the 
collection account. It will generally be reported as “paying under a partial payment agreement” 
as well as the actual payment amount being made, but the default remains on the record until the 
end of seven years.  The reporting codes and instructions for defaulted student loans contained in 
the Metro 2 Guide are attached as Attachment A. 

 
Section 464(h)(1)(A)  of the Higher Education Act provides specific statutory authority for a 

lender/servicer to request a credit reporting agency to remove the record of default from a 
borrower’s credit history where a defaulted federal student loan has been successfully 
rehabilitated. However only the record of default is removed; the delinquency that led up to the 
default remains a part of the borrower’s credit history. The section of the Metro 2 Guide that 
deals with the reporting of rehabilitated federal student loans is set forth in Attachment B. 

 
There is no similar statutory authority to remove defaulted loan information from the credit 

file of a private loan borrower.  While we defer to lenders as to whether a rehabilitation loan 
program should be available on private loans, servicers could readily support credit reporting on 
private rehabilitated loans if the terms of such program are similar to those in the program 
authorized for federal loans.  
 

Thank you for allowing us to provide comments in connection with this Request for 
Information. Please feel free to contact the undersigned at (202) 955-6055 or wpcrigler@slsa.net 
if you have any questions concerning our comments or desire further information. We look 
forward to working with the Bureau on these issues in the future. 
 

Sincerely, 

 
Winfield P. Crigler 
Executive Director  
Student Loan Servicing Alliance 
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Exhibit A  
Credit Reporting Resource Guide  
Metro 2 Format for Reporting Defaulted Student Loans 
 
 
 
For student loans that are guaranteed:  
• 05 (Account transferred) with Special Comment Code AL (Account assigned to 
government) – Use this combination of codes when a claim was accepted and paid by the 
guarantor. Notes: The Current Balance and Amount Past Due should be reported as 
zero. When reporting Account Status Code 05, the Payment Rating must also be 
reported.  
 
For student loans that are not guaranteed, the following additional Account Status 
Codes may be reported:  
• 93 – Account assigned to internal or external collections  

• 97 – Unpaid balance reported as a loss (charge-off)  

• 62 – Account paid in full, was a collection account  

• 64 – Account paid in full, was a charge-off  
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Exhibit B  
Credit Reporting Resource Guide  
Metro 2 Format for Reporting Rehabilitated Federal Student Loans 
 
 
 
For Rehabilitated Student Loans:  
Section 428F(a)(1)(A) of the Higher Education Act of 1965 was amended by the Higher 
Education Opportunity Act of 2008 to require that, upon sale of a rehabilitated loan to 
an eligible lender, the guaranty agency or other holder of the loan must request any 
consumer reporting agency to which the guaranty agency or holder had reported the 
default of the loan to remove the record of default from the borrower’s credit history.  
To ensure the default is properly cleared from the borrower’s credit history, follow the 
reporting guidelines documented on the next page.  
 
Note: Please contact the consumer reporting agencies the first time you report  
rehabilitated loans. 
 
Original Lender (when rehabilitated loan purchased by another lender):  
If Account Status Code 88 (Claim filed with government for insured portion of balance 
on defaulted loan) was reported when the default originally occurred, report the 
following codes in order to remove the default:  
 Account Status = 05 (Account transferred)  
 Payment Rating = 0 (Current account)  
 Payment History Profile = For the months when the Account Status 88 was reported, 
report character ‘D’, which indicates no payment history available for those months.  
 Optional Special Comment Code = AH (Purchased by another company)  
 
Note: If the default occurred more than 2 years ago, the default must be  
removed via e-OSCAR®.  
 
Original Lender (when rehabilitated loan re-purchased by the original lender):  
There are three options for reporting, based on the lender’s system:  
1. If the original Account Number and Date Opened are retained and Account Status 
Code 88 (Claim filed with government for insured portion of balance on defaulted loan) 
or Account Status 05 (Transferred) was reported when the default originally occurred, 
report the following codes in order to remove the default:  

• Account Status Code = 11 (Current account)  

• Payment History Profile = For the months when the Account Status 88 or 05 was 
reported, report character ‘D’, which indicates no payment history available for those 
months.  

2. If the original Account Number changes and the Date Opened remains the same, 
follow the above reporting guideline, and include an L1 Segment with the new Account 
Number. Refer to the L1 Segment specifications within the Field Definitions for 
reporting guidelines.  
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3. If the original Account Number and Date Opened change and Account Status Code 
88 (Claim filed with government for insured portion of balance on defaulted loan) was 
reported when the default originally occurred, report the original loan as specified:  

• Account Status Code = 05 (Account transferred)  

• Payment Rating = 0 (Current account)  

• Payment History Profile = For the months when the Account Status 88 was reported, 
report character ‘D’, which indicates no payment history available for those months.  

• Special Comment = AT (Account closed due to transfer)  

• Current Balance and Amount Past Due = zero  
 
Additionally, if Account Status Code 88 or Account Status 05 was reported when the default 
originally occurred, report the newly rehabilitated loan with the new Account Number, new 
Date Opened and all other applicable fields. Payment history that occurred prior to the new 
Date Opened should not be reported with this account. 
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BUILDING FINANCIAL SECURITY AND IMPROVING FINANCIAL MOBILITY

115 West 30th Street, Suite 700 New York, New York 10001 646.810.4050 www.thefinancialclinic.org

Monica Jackson
Office of the Executive Secretary
Consumer Financial Protection Bureau
1700 G Street NW
Washington, DC 20552

Request for Information Regarding an Initiative to Promote Student Loan Affordability (Document ID 
CFPB-2013-0004-0001)

To The Consumer Financial Protection Bureau:

The Financial Clinic (the “Clinic”) applauds the Consumer Protection Financial Bureau’s (CFPB) focus on 
growing student loan distress.   The Clinic offers the following information to help illustrate some of the 
strategies that the Clinic’s Financial Coaches use to overcome the financial security barriers surrounding 
student loan repayments and defaults that our annual 4,500 customers face.

I. Background

The Clinic exists to improve the financial security of working poor families who earn income but do not 
have enough to cover basic needs.  We do this by addressing their immediate financial challenges, 
creating trajectories for long-term goals, and leveraging this knowledge into policies and practices that 
create systemic change.

Since its founding seven years ago, the Clinic has focused on “what works” to increase financial security 
among our customers.  The Clinic defines its work by five major areas—Assets, Banking, Credit, Debt, 
and Taxes.  The Clinic has a staff of 22 members, including ten Financial Coaches/Fellows and three staff 
attorneys.  We provide free financial coaching and legal services at 32 sites across New York City and 
Newark, NJ, serving some of the most financially distressed neighborhoods, including the poorest 
Congressional district in the nation—the South Bronx.  To date, the Clinic has returned more than $7 
million in assets and resources back to its 15,000 customers.

II. Overview of The Financial Clinic’s customers and student loans

Americans have now incurred more student loan debt than credit card debt. Research shows that 19 
percent of American households owe student loan debt.  More than one-quarter of the Clinic’s working 
poor customers (27%) report having student loan debt, with the average debt load being $18,293.  
Customers who cannot afford their current monthly payments for federal student loans suffer as their 
Social Security checks are garnished, their tax refunds seized, and their bank accounts restrained by 
lenders looking to recover student loan obligations.  Federal student loan providers enjoy broad 
collection powers making it easier for lenders to wreak havoc on the lives of financially insecure 
borrowers.

Private loans present their own hurdles.  Students cannot defer old private loans even when they are 
enrolled in new educational programs.  The Clinic’s customers may work multiple jobs while attending 

CFPB-2013-0004 320



                                                                                                                       

                                                                                                                             

The Financial Clinic, Page 2
Federal Register Docket No. CFPB-2013-0004-0001

Request for Information to Promote Student Loan Affordability

community college just to make timely private student loan payments, their school work suffering as a 
result.  Whether federal or private, delinquent student loans will ruin a borrower’s credit too.

Lower-income students are more likely to attend a for-profit school, many of which provide no 
educational benefit and operate as money-making schemes for opportunists looking to make money off 
of student loan disbursements.  Students who attended these scam schools may be eligible to have their 
loans cancelled but are wholly unaware of this option.  Other students may be able to discharge their 
student loan debt in a bankruptcy proceeding, but cannot access the legal services they would need to 
file and proceed through the bankruptcy. 

Despite the national focus on the student loan crisis, the repayment and cancellation options for student 
loan debt remain confusing—even for the most educated advocates.  From our work with providing free 
FAFSA completion assistance at underserved high schools, we know that from beginning to end, working 
poor families receive little or no help in figuring out how to finance post-secondary education and in 
determining the best path for repayment.  The lack of available support means that few families truly 
understand how student loans work, recognize the differences between government and private loans, 
or fully grasp how dropping out affects repayment, leading many to take out loans they will be unable to 
repay in the future.  

Americans desperately need dedicated one-on-one financial coaching and legal services to help them 
navigate this process.  For those headed towards defaults, financial coaches can help outline repayment 
options and budget strategies to stay on track or request a deferment or forbearance.  For those that 
are already in default, legal options for a discharge may exist especially for loans related to for-profit 
institutions.   The Clinic strongly urges CFPB to consider developing a network of direct supports, akin to 
the Volunteer Income Taxpayer Assistance sites at tax time and year-round Low-Income Taxpayer Clinics 
available for tax issues, including help with tax arrears.

III. Drivers of Private Student Loan Borrower Distress

For working poor families, the primary drivers of private student loan distress center are that they are 
more likely to have existing high debt levels and lack supports in understanding the student loan sources 
and repayment options.  Private student loans are often the loans of last resort.  Many of these 
borrowers have already reached the maximum borrowing levels of government student loans.  They 
may have already explored personal loans between family members.  By the time that they sign a 
private student loan contract, they are more likely to have already incurred education-related loans that 
stress household budgets.

The Clinic provides financial coaching and legal services at all City University of New York’s community 
colleges and one issue that comes up frequently is the unique position of returning-to-school students.  
These non-traditional students often are finishing up their degrees from other schools where they 
obtained private student loans.  Unlike government student loans, there are no private student loan 
deferments available for current students.  This creates incredible pressure on these students’ budgets 
as school does not typically allow them to hold full-time employment to repay the private student loans.  
High dropout rates become inevitable as they struggle to make ends meet.  
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Repayment.  Private student loans can wreak havoc on working poor household budgets.  As they 
struggle to make enough income to cover even the most basic of fixed expenses (housing, food, day 
care, medical, transportation), making room for debt repayments is a struggle.  Contrary to popular 
assumptions, many working poor families are superior budgeters, suing clever techniques like 
structuring classes on certain days to reduce subway expenses, switching use of lower costs of prepaid 
cell phones, using wifi options and local libraries.  Unfortunately, even with these techniques, it can be 
difficult to make ends meet.  Heavy reliance on credit cards and short-term credit products help plug the 
holes, but often at high costs to the borrowers.  

IV. Current Options for Borrowers with Hardship

Although the repayment options available for federal student loans are plentiful, the options to 
permanently or even temporarily lower monthly payments on a private student loan are few and far 
between. Although some private lenders offer deferment, forbearance, or will vary from the standard 
repayment plan, these types of alleviations are voluntary and rare. A borrower is bound by the contract 
terms of the loan agreement and must look to that document for any rights to restructure their 
repayment opportunities. Since these options are so rare, they have had little to no effect on the 
delinquency rates of private student loan debt. 

In fact, reasonable repayment opportunities are so uncommon, the tools in our arsenal usually consist 
of allowing the borrower to go into default, whereby we can access other relief such as discharge of the 
debt based on statute of limitations arguments (if the lender waits too long to sue) or standing 
arguments (if the debt has been bundled and/or sold to a new entity). Additionally, since private lenders 
are unwilling to work with borrowers to restructure their loan payment, in some instances it is actually 
in a low-income borrower’s best interest to allow a lender to sue and receive a judgment. In New York, a 
judgment creditor can only collect on a judgment for 20 years with a fixed rate of interest at 9% (which 
can be more beneficial than the longer repayment period and variable rate of interest on the original 
loan). There are a number of income protections available for low income New Yorkers, whereby bank 
accounts cannot be levied or wages garnished below a certain amount to collect on a judgment. And if a 
borrower is fortunate enough to receive a salary beyond these income protections, lenders are much 
more willing to settle a judgment for less than the full amount, than they are to restructure a private 
loan obligation where a judgment has yet to be attained. 

V. Servicing Infrastructure 

The servicing infrastructure is definitely an impediment to the possibility of a loan modification;
however it is not a complete barrier. As a servicer, and not an owner, of a loan obligation, much of the 
needed information is not always readily available, nor is servicer alone able to make a final 
determination of whether a loan modification can be approved.  

We believe it is crucial that an “enhanced MERS (Mortgage Electronic Registration System)” database is 
created for private student loan debts with characteristics similar to National Student Loan Data System. 
Essentially, there should exist for private student loans a federal clearinghouse with scanned documents 
of the original promissory note as well as servicer information, status of the loan (good standing, 
default, etc.), interest rate, and documentation of repayment. 
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Additionally, similar to the federal HAMP loan modification program, there should exist an affordability 
program whereby monthly repayment amounts are restructured based on income and if applicable 
portions of the loan balance are forgiven. 

VI. Consumer Reporting and Credit Scoring 

A borrower who has missed payments on a student loan will see that information reflected on a credit 
report in several different ways.  Loans that are past due will show up as 30, 60, or 90 days past due.  
These items show up in the “negative information” portion of the credit report, which is the first section 
of most reports.  Like other trade lines on a credit report, an installment loan will have recent payment 
history listed in addition to the “past due” amount.  Negative payment history may appear for at least 
seven years on a credit report per the Fair Credit Reporting Act (“FCRA”)/

In order to rehabilitate a defaulted student loan, borrowers must make nine timely payments within 10 
consecutive months.  After the nine payments are made, the loan will be transferred from the guarantor 
to a lender for the rehabilitation process to be completed.  As soon as the transfer is made, the 
defaulted student loan moves from the “negative information” section of the borrower’s credit report to 
the “positive information” section.  The negative payment history remains, but once rehabilitated, the 
loan becomes a positive tradeline that helps boost the borrower’s overall credit health and score. 

Unlike federal student loans, private loans do not guarantee rehabilitation, consolidation, or income-
based repayment plan options.  Borrowers repay these loans in installment plans set by the lender 
without interference from the state.  As such, many private loans borrowers end up in unsustainable 
payment plans they cannot afford.  Private student loans are considered in default as soon as a 
borrower misses one payment.  Even if the borrower ends up making up the missed payments and 
paying down the loan, the negative payment history will remain on the credit report (in the negative 
information section) for up to seven years.  If and when the borrower makes up missed payments, the 
loan may also be listed in the “positive information” section of the credit report.  However, the negative 
payment history will still adversely affect borrowers’ overall credit score and health.  

Borrowers who take out private student loans and cannot repay them will have their credit suffer as a 
result no matter what.  The absence of regulated repayment options for these private loans puts 
borrowers at a significant disadvantage.  The Financial Clinic urges the CFPB and Congress to better 
regulate private lending for higher education and private student loan repayment plans to ensure that 
borrowers do not jeopardize their credit by investing in education to improve their future.

VII. Borrower Awareness 

One of the most effective repayment initiatives in the last few years is the Internal Revenue Service’s 
“Fresh Start” initiative that greatly expanded eligibility for delinquent filers to its Offer in Compromise 
program.  It made a number of threshold eligibility and repayment obligations that allowed filers greater 
latitude in coming up with repayment plans that were reasonable and sustainable.  Prior to the 
initiative, chances of a successful application hovered between 20-33 percent between 2007 and 2011.  
Changes to eligibility centered on who could apply and how much their future repayment reschedule 
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would require, including: revising calculations for taxpayers’ future income allowing taxpayers to repay 
student loans, allowing taxpayers and to pay state and local delinquent taxes, and expanding allowable 
living expenses.  In addition, some of the previous rules required large monthly repayments even when 
filers had few assets and other large debts.

VIII. Spillover Impact of Student Loan Debt 

Student loan debt can crush a working poor family or individual’s financial security.  Whether the loan is 
public or private does not matter.  If they are private loans, however, the loan repayments can subsume 
nearly all of a family’s monthly income.  The Clinic has worked with customers whose private student 
loan payments were up to 60% of their monthly take-home pay.  This type of “payment plan” is unjust 
and unsustainable.  It only pushes a family further into financial distress, rather than) to build the 
family’s financial security.  Private student loan repayments, which are not regulated by the Department 
of Education, prevent hundreds of thousands of families every year from building savings, accessing 
good credit products, buying a home with a modest mortgage, or starting a business.  Too often, the 
weight of the student loan debt may even prevent an aspiring student from further educational pursuit 
because they believe that cannot take on additional debt in the name of higher education.

For example, a family of three includes two lawyers.  The husband works for a respected labor law firm 
in Boston and earns approximately $100,000 per year.  The wife is an Assistant District Attorney in 
Middlesex County and her income hovers at around $60,000.  Despite their fairly high income, the 
family and their newborn son cannot afford to buy a home.  Nearly 60% of their generous take-home 
pay goes to pay down student loans.  And while they can live comfortably off of the remaining 40% of 
their income, it is not enough to build for the future.  

Most frustrating-- when the couple married, the wife’s federal student loan repayments skyrocketed 
because they attributed her husband’s gross income to her income in determining her monthly 
repayment amount.  The Department of Education did not take into account however, whether the 
husband also had loan obligations to meet.

It is disturbing that after investing considerably in their educations and their careers, Americans with 
private and federal student loan debt still struggle to make ends meet, save for the future, and follow 
their dreams of becoming business owners, entrepreneurs, and homeowners.  The Consumer Financial 
Protection Bureau and the Department of Education must combine forces to ensure that student loan 
borrowers receive accurate and comprehensive information before taking out loans so that they know 
approximately how much their monthly repayments will be, as well as how long they will need to pay off 
their loans.  The information provided could be similar to the image included in all credit card 
statements now.  It includes information on the current balance, how long it will take to pay down by 
paying interest only, principal only, or interest and principal.  Providing this image to borrowers before 
they sign for a loan may prevent many young borrowers from committing themselves to lifelong, 
crushing financial obligations.

CFPB-2013-0004 324



                                                                                                                       

                                                                                                                             

The Financial Clinic, Page 6
Federal Register Docket No. CFPB-2013-0004-0001

Request for Information to Promote Student Loan Affordability

IX. Summary

The most effective student loan supports address consumers’ immediate needs and also put them on 
the path to financial security and eventually, financial mobility.  While there are no magic wands, after 
seven years as a pioneer in the field of financial development, the Clinic has developed and tested a 
data-driven model for improving the financial security of low- and moderate-income consumers in New 
York and across the country too.  

Most importantly, it is the combination of services and resources that produces the best outcomes for 
consumers of all income and literacy levels.  Whether the loans are government or private, borrowers
need dedicated, specific supports—financial coaching and legal—to help them navigate a confusing 
system.  If left alone, they will continue to struggle to keep their household budgets afloat.  They will run 
higher risks of eviction, poor health and bankruptcy while racking up higher consumer debt levels to pay 
their student loans.  

CFPB is well-poised to provide much-needed attention and guidance to this growing crisis.  By shedding 
a greater spotlight on the distress and creating meaningful relief, borrowers will be able to focus on 
their bright financial future rather than on their dismal financial past.  CFPB is in a unique position to 
transform the financial livelihood of millions of Americans.  The Clinic applauds CFPB’s efforts and 
welcomes the opportunity to collaborate on this endeavor in the years to come.

The Financial Clinic 
115 West 30th Street, Suite 700
New York, NY 10001
www.thefinancialclinic.org
Telephone: 646.810.4050
Fax: 212.389.9797
Twitter: financialclinic
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April 8, 2013 
 
 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street, N.W. 
Washington, DC  20552 
 
 
Dear Ms. Jackson: 
 
This is a comment in response to the Federal Register Request for Information Regarding an 
Initiative to Promote Student Loan Affordability published on February 27, 2013, Document ID 
CFPB-2013-0004-0001).  The Institute for College Access & Success (TICAS) is an 
independent, nonprofit organization that works to make higher education more available and 
affordable for people of all backgrounds.  By conducting and supporting nonpartisan research 
and analysis, TICAS aims to improve the processes and public policies that can pave the way to 
successful educational outcomes for students and for society. 
 
We thank you for exploring ways to provide relief to private education loan borrowers.  As the 
Consumer Financial Protection Bureau’s (CFPB’s) own research and analysis of data and 
borrower comments and complaints has confirmed, the lack of flexible repayment, refinancing, 
or modification options for such loans is a serious problem.  It has devastating consequences for 
many borrowers and poses broader economic risks as well. 
 
Private loans are one of the riskiest ways to pay for college.  They typically have variable interest 
rates without a cap, and whether variable or fixed, their rates are nearly always highest for those 
least able to afford them.  Lenders are not required to provide borrower benefits and protections 
that are guaranteed with federal loans, such as income-based repayment plans, public service 
loan forgiveness, unemployment deferment, forbearance without fees, and discharge in cases of 
fraud, school closure, or the borrower’s death or permanent disability.  Private loans are not a 
form of financial aid any more than a credit card is when used to cover college expenses, but 
private loans are treated much more harshly in bankruptcy than credit card debt.  For all these 
reasons, financial aid experts1, schools2, lenders3, and the Department of Education4 agree with 

                                                           
1 See, for example: National Association of State Financial Aid Administrators (NASFAA). 2012. Cash for College. 
www.nasfaa.org/WorkArea/DownloadAsset.aspx?id=3304, p 2, “private loans should only be used as a last resort.” 
See, also: NASFAA’s “Be a Smart Consumer” page, which counsels, “Always take federal loans first!” 
http://www.nasfaa.org/students/Be a Smart Consumer.aspx.  
2 Using federal aid first is a ubiquitous message on colleges’ financial aid websites. Some colleges go further to 
ensure that students considering private loans are aware of any untapped federal aid eligibility and the differences 
between private and federal loans. See The Institute for College Access & Success (TICAS). 2012. Critical Choices: 
How Colleges Can Help Students and Families Make Better Decisions about Private Loans. 
http://www.ticas.org/files/pub/critical choices.pdf 
3 Sallie Mae recommends that borrowers “supplement savings by exploring grants, scholarships and federal student 
loans before they consider a Sallie Mae private education loan.” See: Sallie Mae, Smart Option Student Loans.  
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the CFPB that students who need to borrow should exhaust all available aid, including federal 
loans, before turning to riskier private lending.  Yet, as noted in the CFPB and Education 
Department’s joint report, at least half of all undergraduates who took out a private loan in 2008 
had not fully tapped their federal loan eligibility.5 
 
The lack of consumer options and protections for private loans is especially troubling in light of 
parallels with the recent history in the mortgage industry.  In both cases, unscrupulous lending 
practices have left many borrowers saddled with unnecessarily risky and costly loans.  In an era 
of extraordinarily low interest rates in the economy, such borrowers -- who could otherwise be 
saving for retirement, paying a mortgage, or starting a new business -- remain trapped in high-
interest loans.  This issue is also timely as student debt levels continue to rise, and the private 
loan market is returning to growth after shrinking during the credit crisis.  There is an estimated 
$150 billion in outstanding private education loans,6 some with interest rates well into the teens7. 
 
As the CFPB’s recent summary of comments for this Request for Information noted, student debt 
can seriously stress household budgets, cause people to put off major purchases, and limit their 
access to other credit.8  Monthly student loan payments can displace the amount of money an 
individual needs to afford a mortgage.9  A high debt-to-income ratio can make it impossible for 
student loan debtors to secure a mortgage10 or other types of credit.11  When student debt 
includes private loans, these problems can be even more acute.  If increasing numbers of people 
are unable to qualify for a mortgage or save for a down payment, and they lack access to 
modifications and other forms of relief, it could have significant implications for the economy as 
a whole. 
 

                                                                                                                                                                                           
https://www.salliemae.com/student-loans/.  They also recommend federal loans as step two in their “1-2-3 
approach” to school financing, after scholarships, grants and other non-borrowing options (step one), but before 
students “fill in the gap with private education loans” (step three). See: Sallie Mae, Important Information about 
Private Loans. https://www.salliemae.com/student-loans/information.aspx.  
4 See: U.S. Department of Education, Federal Versus Private Loans, Federal Student Aid. 
http://studentaid.ed.gov/types/loans/federal-vs-private. “Need a loan to help pay for college? Consider federal loans 
first!”  
5 U.S. Consumer Financial Protection Bureau and U.S. Department of Education. 2012. Private Student Loans. 
http://www.consumerfinance.gov/reports/private-student-loans-report/. 
6 Ibid. 
7 See: Student Lending Analytics. 2008. What is the Average Interest Rate on a Private Student Loan Today? 
Student Lending Analytics Blog. 
http://studentlendinganalytics.typepad.com/student lending analytics/2008/11/what-is-the-average-interest-rate-on-
a-private-student-loan-today html. 
8 U.S. Consumer Financial Protection Bureau. 2013. Reminder: Sound off on our student loan affordability 
initiative. http://www.consumerfinance.gov/blog/reminder-sound-off-on-our-student-loan-affordability-initiative/. 
9 See: National Association of Realtors. 2012. Impact of student Debt on Future Housing Demand. Economists 
Outlook Blog. http://economistsoutlook.blogs.realtor.org/2012/06/18/impact-of-student-debt-on-future-housing-
demand/. 
10 See: Young Invincibles. 2012. Denied?: the Impact of Student Debt on the Ability to Buy a Home. 
http://younginvincibles.org/wp-content/uploads/2012/08/Denied-The-Impact-of-Student-Debt-on-the-Ability-to-
Buy-a-House-8.14.12.pdf. 
11 See: Lee, D. 2013. Household Debt and Credit: Student Debt. Federal Reserve Bank of New York. (presentation 
for press briefing). http://www newyorkfed.org/newsevents/mediaadvisory/2013/Lee022813.pdf. Pages 16-20 show 
interaction between student debt and other types of debt. 
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Relief for borrowers with burdensome private loan debt is urgently needed and important to get 
right.  As you evaluate possible approaches, we urge you to focus only on options that meet the 
following criteria: 
 

• The proposed relief cannot be another bailout for lenders. 
• The relief must be meaningful and designed to maximize borrower protections and 

reduce the overall burden of debt.  
• Consumer information surrounding any relief strategy must be easily understood and 

widely disseminated.  
• If the relief envisioned involves an enrollment process, it must be consumer-friendly. 
• The plan must be carefully considered to avoid abuses such as selection bias or moral 

hazard. 
 
Each of these criteria are discussed below.  
 
This cannot be another bailout for lenders. The plan(s) must not intentionally or 
unintentionally enrich lenders at taxpayers’ expense or create incentives for making unaffordable 
loans.  As we explained in a coalition letter to the Treasury Secretary in 2009 (regarding TALF), 
“A bailout for the providers of usurious private student loans will not solve the college 
affordability crisis caused by the failing economy, and will actually be detrimental to many 
students and consumers.”12  Rather, lenders must make meaningful concessions to reduce the 
overall burden of private education debt. A fair and well-designed borrower relief strategy would 
require lenders to absorb enough of the risks inherent in the loans to deter such risky lending in 
the future.   
 
The relief must be meaningful and designed to maximize borrower protections and reduce 
the overall burden of debt.  The plan must provide substantial relief for the borrowers most in 
need, and it must not diminish borrower protections.  This is even more important if taxpayers 
are to bear any of the expense of loan modifications or other forms of relief.  The plan should be 
designed to help borrowers remain in or return to good standing and keep up with their payments 
going forward. Options include reducing payments, interest rates, or principal.  The solution 
should not increase costs for borrowers by simply stretching out payments for longer periods of 
time. 
 
Consumer information must be easily understood and widely disseminated.  Borrower 
awareness is critical to a fair and successful relief policy.  The relief, who qualifies, and how to 
get it must be explained simply and clearly -- regardless of any underlying complexity -- so that 
borrowers will have reason to seek more information and needed relief.  Borrowers must be 
made aware of any changes to their loan amount, terms, or required payment, even if the relief 
plan does not require borrowers to opt in and apply for it. 
 
A detailed outreach plan from the administering agency must be developed as part of the loan 
modification plan, which should include use of various forms of public media as well as direct 
                                                           
12 The Institute for College Access and Success (TICAS).  Letter to Chairman Barney Frank, Financial Services 
Committee and Chairman George Miller, Education and Labor. 26 Jan. 2009.  
http://www.ticas.org/files/pub/TALF consumer protections.pdf. 
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outreach to borrowers.  Any application processes and all forms of outreach need to be consumer 
tested to ensure the effectiveness and clarity of the process.  
 
Since most private loan borrowers also have federal loans, contacting federal loan borrowers in 
repayment could be one useful channel for government outreach.  Additionally, lenders should 
be required to notify borrowers of the loan modification plan and eligibility requirements.  The 
form and content of this notification should be prescribed and done in conjunction with 
government outreach, as lender outreach alone is subject to manipulation and conflicts of 
interest. 
 
If the relief envisioned involves an enrollment process, it must be consumer friendly.  
Any application process must be accessible to borrowers with the greatest need and least support, 
and consumer tested before it goes into use.  A complex and/or paperwork-intensive process for 
determining eligibility is costly to administer and risks deterring borrowers in desperate need of 
help.   
 
Making borrowers who meet certain criteria automatically eligible for some form of modification 
or other relief could reduce or eliminate the need for a stand-alone application process.  
However, such approaches should first be analyzed to asses their potential for over- or under-
inclusion of borrowers based on need.  Existing indicators of likely borrower distress could be 
one factor for eligibility for private loan relief, for example, if the borrower’s federal loans were 
discharged due to fraud, school closure, severe and permanent disability, or death.  In such cases, 
the discharged federal loans were likely taken out alongside private loans that are still being 
collected on.  Private loans are not reliably discharged even in extreme situations where 
borrowers clearly cannot or should not be required to repay.  
 
If an application process is required, it should be easy to determine if a borrower is eligible and 
should not be subjective or subject to manipulation.  Factors that could be considered for 
eligibility might include qualifying for Income-Based Repayment (IBR) or having a partial 
financial hardship when private loans are factored into the debt in a borrower’s debt-to-income 
ratio, or being in economic deferment or forbearance on federal loans.  The borrower’s financial 
situation and the riskiness of the private loan itself merit consideration in these determinations. 
 
The plan must be carefully designed to avoid abuses such as selection bias or moral hazard. 
Policymakers must be cautious that creating a loan relief plan does not inadvertently result in 
harmful or abusive outcomes.  In addition to an outreach plan as discussed above, steps should 
be taken to ensure that lenders cannot simply hand-pick the loans that they most want modified.  
 
Additionally, it must be made clear that the designated modification(s) can be for pre-existing 
loans only.  This is necessary to avoid inadvertently encouraging lenders to take greater risks, 
knowing that a safety valve can protect their investment, and effectively creating a perpetual 
taxpayer-funded bailout to underwrite risky private lending decisions. 
 
Finally, steps must be taken to prevent a similar crisis in the future.  The CFPB should, for 
example, ensure effective underwriting of new loans so that high-risk practices are avoided.  
Also, the CFPB should take immediate action to require school certification for all private 
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education loans.  This would require lenders to confirm with the school that the borrower is in 
fact a student at the institution and is eligible to borrow the amount being requested, and would 
require that schools inform students about the risks of private loans and of any remaining 
eligibility for safer federal loans.  Such a change has been endorsed in the past by both the CFPB 
and the Department of Education. 
 
Thank you again for your efforts to explore ways to promote student loan affordability. If you 
have any questions about our comments, please contact Joseph Mais at (202) 223-6060 ext. 602 
or jmais@ticas.org. 
 
Sincerely, 
 

 
 
Lauren Asher 
President 
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favorable interest rates. Ideally, the government would work with this portal to offer principal 
reductions based on a range of borrower qualifications. 
 
At Tuition.io, we have the platform in place to build this marketplace. Unlike the incumbent 
players in the student loan arena trying to evolve their online capabilities to catch up to 2013, 
we’re an internet company that serves the student loan space. Great user experience is in our 
DNA. Leveraging technology by providing a great online experience in a single entry point to 
resolving loan issues will empower student loan borrowers to help themselves, and their resulting 
financial stability will be an important catalyst for growing the larger economy. 

Page 2 of 2

4/11/2013file://C:\Users\messinak\AppData\Local\Temp\CFPB-2013-0004-0297.html

CFPB-2013-0004 332



CFPB-2013-0004 333







U N I V E R S I T Y  O F  C A L I F O R N I A 
 
 

BERKELEY  •  DAVIS  •  IRVINE  •  LOS ANGELES  •  MERCED  •  RIVERSIDE  •  SAN DIEGO  •  SAN FRANCISCO  SANTA BARBARA  •  SANTA CRUZ 
 
 

Student Financial Support 
Student Affairs 
OFFICE OF THE PRESIDENT  1111 Franklin Street 

Oakland, CA  94607-5200 
Phone: (510) 987-9074 
Fax: (510) 987-9086 
http://www.ucop.edu 

 
April 8, 2013 
 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street, NW 
Washington DC 20552 
 
Re:  Response to Docket No. CFPB-2013-0004 
Request for Information Regarding an Initiative to Promote Student Loan Affordability 
 
 
The University of California is pleased to submit its response to the Consumer Financial Protection Bureau’s 
request for information (RFI) on Student Loan Affordability.  We hope our contributions will be of value to the 
Bureau in developing solutions that provide relief for private loan borrowers in distress. 
 
The University of California currently enrolls over 231,000 students and awards $1.56 billion in Federal 
Student Aid.  Available data from Private Loan Lenders indicated they disbursed $26 million to UC students 
for Award Year 2012-13.   
 
To help these students, the University compiles a list of private lenders whose loan products have been 
screened and determined to have characteristics we believe will provide access to the gap financing.  These 
loan characteristics include a low interest rate or a variable interest rate with a realistic interest rate cap and 
limited rate adjustments wherein the interest rate is not adjusted more than every six months.   
 
Private lenders’ loan products would be viewed favorably if flexible repayment plans were offered to make a 
borrower’s monthly payments more manageable.  Such repayment plans could include a graduated 
repayment plan, income contingent repayment plan, and an extended repayment period.   
 
The University of California believes that student loan borrowers require more repayment flexibility than is 
typical in consumer lending.  However, we understand that there are not many incentives for Private 
Education Loan Lenders to offer these options for student loan borrowers.   
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RESPONSES 
 
Scope of Borrower Hardship 

 
1. What are the primary drivers of private student loan borrower distress? 
 

The primary drivers of private student loan borrower distress include the borrowers’ total indebtedness 
(including federal and private education debt, as well as other consumer debt they may have); the ability to 
find employment with compensation sufficient to service their debt after completing their program of study; 
multiple education loan servicers that sometimes results in confusion regarding who they should be paying 
for what; and a dearth of centralized information regarding their entire education loan portfolio, including 
Direct Loans, Perkins Loans, Health & Human Services Loans, and private education loans. 

 
c) What characteristics might predict distress during repayment? 
 

Late or irregular payments can be strong predictors of distress during repayment.  Other indicators may 
include requests for deferment, forbearance, or temporary reductions payments. 

 
 
Current Options for Borrowers with Hardship 
 
3. What options currently exist for borrowers to permanently or temporarily lower monthly payments on 

private student loan obligations? To what extent have these affordable repayment options cured 
delinquencies? 

 
The University of California has heard from its alumni of instances where they were afforded a temporary 
reduction in payments; however, the loan term was not extended.  While this may have been a temporary 
solution, borrowers are still faced with a large balloon payment at the end of their loan term.  Other 
borrowers have shared that reduced repayment options were still too high for even a temporary solution, 
resulting in the borrower walking away from further negotiations to manage their student loan obligation.  
These are instances where an extended repayment plan may help borrowers obtain more manageable 
loan payments. 

 
 
Past and Existing Loan Modification Programs for Other Types of Debt 
 
7. What are some examples of loan modification programs sponsored by a public entity or the private sector 

that have been successful? Which features of these programs might be applicable to a student loan 
affordability program?  

 
The models used for the housing market’s mortgage refinancing option as well as the mortgage loan 
modification programs would seem beneficial for private student loan borrowers.  While offering 
refinancing options to all borrowers may not be welcome by the lending community, allowing loan 
modification for borrowers in distress would seem beneficial in the long term to both borrower and lender. 

 
 
Lender Participation 
 
11. How might an affordability program sponsored by a public entity mitigate moral hazard and selection bias? 
 

While we realize it is not the primary subject of this Request for Information, the University of California 
supports the establishment of loan characteristics that must be satisfied for a private education loan to 
retain protection under the bankruptcy code.  For example, maintaining bankruptcy protecting could 
require private education lenders to provide greater repayment flexibility to borrowers in distress.  
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Borrower Awareness 
 
12. What are some examples of modification or refinance initiatives that successfully made borrowers aware 

of a new program?  Which features of these programs are applicable in the private student loan market? 
 

Mortgage and consumer credit markets frequently respond to shifts in the cost of capital and prevailing 
interest rates by marketing refinancing options to loan holders.  Private education borrowers should be 
afforded opportunities to refinance their education debt when interest rates decline or their credit rating 
improves. 

 
 
Spillovers 
 
16. What evidence exists about the impact of student loan debt on consumption, savings, homeownership, 

household formation, entrepreneurship, and other indicators of economic health? 
 

Our only evidence is anecdotal, but it is both familiar and compelling.  For example, in a recent public 
radio talk show, a number of University of California alumni phoned in and discussed their debt burden.  
Many of them mentioned that their large student loan obligations – especially private education loans – 
were the basis for their decisions to delay moving out of their parents’ house, purchasing a home, and 
starting a family.   
 
A recording of the show, “Forum with Michael Krasny,” is available at 
http://www.kqed.org/a/forum/R201303261000 
 

 
CONCLUSION 
 
The University of California appreciates the Bureau’s efforts in gathering the information solicited in this RFI.  
We are confident the responses can lead to productive solutions for private education loan arena, both for 
borrowers and lenders alike.  As we continue our efforts to present better private education loan products to 
our students we look forward to continued discussion with the Consumer Financial Protection Bureau. 
 
Sincerely, 
  
David Alcocer 
Interim Director, Student Financial Support 
University of California Office of the President 
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research on financial products and practices, promote effective state and federal policies, convene a 
coalition of community investment stakeholders working to improve access to credit, and help people use 
our work to understand the issues and develop and implement solutions. 
 

Background and Context 

 
Advocacy organizations, federal regulators, and financial experts are becoming increasingly concerned 
with the growing level of student debt in the United States. In 2013, outstanding student debt grew to over 
$1 trillion dollars, with private loans making up roughly $150 billion of that amount. There are at least 
850,000 individual private loans in default, totaling roughly $150 million.1  
 
From the data available specifically on private student loans, it is not fully clear which borrowers are most 
at risk of defaulting based on characters of the lender, loan, or the borrower. What is clear is that private 
student lending practices up to the Great Recession mirrored the practices of the mortgage industry with a 
credit boom and bust. Between 2001 and 2008, the private student loan industry grew from less than $5 
billion to over $20 billion, spurred on by the demand for student loan asset backed securities.2  
 
Lenders marketed loans, often directly to students, with very little underwriting and for amounts that were 
higher than what was needed to cover school and additional living expenses. Where previously lenders 
worked with schools’ financial aid offices, now lenders used mass marketing techniques and distributed 
funds directly to consumers. This often meant that borrowers took out more money than they needed, may 
have been eligible for additional federal student loans but didn’t know it, and were unclear of the 
differences between federal and private loans and repayment policies.3 Beginning in 2008, private lenders 
tightened their underwriting standards, increasing the proportion of loans that required a co-signer from 
55 percent of loans in 2005 to over 90 percent in 2011. The industry shrank from its peak of $20 million 
to roughly $6 billion by the end of 2011.  
 
Student loans and mortgages 

 
Student loan borrowers who took out loans during the boom years are experiencing higher rates of default 
today than those who took out federal loans at the same time. Over 10 percent of borrowers with loans 
that were originated in 2005 were in default by 2011.4 The impact of the recession on the job market for 
recent graduates is likely making it hard to keep up with monthly payments and, unfortunately, there are 
few opportunities for payment adjustments with private loans. Increasing levels of indebtedness from 
student loans are tied to a decline in other types of lending, especially among younger adults.5 It is likely 
that the debt loads of student loan borrowers render them ineligible for other types of loans—such as 
mortgages—or cause them to delay purchasing a home until they are able to pay off some of their student 
loans.   
 
Significant differences between mortgage debt and student loan debt exist—student loan balances tend to 
be lower than mortgage balances, student loan debt is unsecured while there is a potential to build equity 
by paying down mortgage debt, and the business models and incentives of major actors in the transactions 
differ. The impact of overwhelming debt burdens can have similar impacts on a consumer’s life, however, 
whether it is debt incurred to purchase a house or to finance an education. If a borrower goes into default, 
his or her credit will be tarnished and that could diminish opportunities to access employment, affordable 

                                                           
1 Consumer Financial Protection Bureau. Private Student Loans. (August 2012). 
2 Ibid.  
3 Ibid. 
4 Ibid. 
5 Donghoo, Lee. Household Debt and Credit: Student Debt. Federal Reserve Bank of New York. (February 2013). 
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housing, or wealth-building financial products. These additional barriers can make it even harder for the 
borrower to pay back his or her debt obligations.  
 
As the CFPB looks to better understand ways to lessen the private student loan debt burden, we believe 
that useful lessons can be learned from efforts to reduce defaults for home mortgages in the wake of the 
predatory lending boom and resulting foreclosure crisis. Woodstock Institute has closely followed the 
performance of programs such as HAMP, HHF, and the robosigning settlement that are designed to 
reduce the likelihood of mortgage defaults by making monthly payments more affordable or providing 
assistance during a period of hardship. Woodstock Institute’s comments will focus on how the successes 
and failures of these programs can inform the design of a potential loan modification initiative for private 
student loans.  
 
Based on the experience of other loan modification programs, Woodstock Institute believes that a private 
student loan modification program should include the following principles:  
 
Modified private student loans must be sustainable and affordable in the long run. It is clear that any 
loan modification program must adequately consider a borrower’s ability to repay when determining the 
terms of the modified loan. In the mortgage market, it has been extensively documented that loan 
modifications with features that diminish affordability result in higher re-default rates.6 Particular features 
that increase the likelihood of default include modifications that increase monthly payments, 
modifications with payments that are not tied to a borrower’s income, modifications that do not pay down 
principal over time, and modifications that include balloon payments. Loan modifications that reduce 
principal balance have been shown to be extremely effective in reducing re-default on mortgage loan 
modifications, but this may not hold true for student loans, given the structural differences between the 
products.7 More study must be done into how the characteristics of private student loan modifications 
affect re-default rates, since there is currently a dearth of information about effective loss mitigation 
strategies for this product.  
 
Any loan modification program that includes public subsidy must have effective oversight, 

enforcement, and transparency mechanisms. HAMP’s effectiveness suffers from the limited 
willingness or ability of program administrators (U.S. Department of the Treasury) to hold loan servicers 
accountable for complying with program requirements. After the initial launch, Treasury began to release 
quarterly performance audits of the servicers and temporarily withhold incentive payments for poorly 
performing servicers.8 Any private student loan modification program should include strong oversight 
from the start of the program. Independent audits, the ability to sanction poor performance, and 
borrowers’ ability to challenge modification decisions without waiving any rights are critical to ensuring 
that the program reaches the greatest number of borrowers possible and treats them fairly. The program 
should also be transparent enough that independent third parties could verify that the program is effective 
and reaching impacted groups. Data on the program performance should be released at the smallest 
possible geography and should include important information that could help identify fair lending 
concerns, including borrower characteristics such as race, ethnicity, gender, and age; information on loan 
terms and delivery mechanisms, such as whether the loan was marketed directly to the student versus 
through the school; and characteristics of the schools (such as for-profit versus non-profit, certification 
status, graduation rate, and so on). The Department of Education’s National Postsecondary Student Aid 

                                                           
6 See Office of the Comptroller of the Currency. OCC Mortgage Metrics Report: Third Quarter 2012. (December 
2012).;  Haughwout, Andrew and Ebiere Okah, Joseph Tracy. Second Chances: Subprime Mortgage Modification 

and Re-Default. Federal Reserve Bank of New York, Staff Report no. 417. (December 2009, revised August 2010). 
7 Haughwout et al.  
8 See first servicer assessment: US Department of the Treasury. “Making Home Affordable Program Performance 
Report through April 2011.”  June 9, 2011. 
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Study can be instructive as to the data points that should be collected for private student loan 
modifications. 
 
Any loan modification program must be able to meet the scale of the problem. Eligibility criteria and 
application processes must be crafted so that the broadest number of student loan borrowers in need of 
assistance can benefit from the program. The CFPB should consider whether automatic program 
enrollment based on borrower, loan, or school characteristics or an application process would maximize 
reach. The costs and benefits of programs that require mandatory servicer participation should be 
considered versus programs that incentivize servicer participation or programs that purchase private 
student loans and modify them. The abovementioned enforcement recommendation is critical to 
scalability as well. HAMP has met only a fraction of the borrowers it aimed to reach, in large part because 
of the inability of servicers to effectively implement the program.  
 
The CFPB should enact servicing standards, similar to the mortgage servicing standards from the 

CFPB and national mortgage settlement, that ensure that servicers have adequate systems in place 

to administer the program effectively and communicate with borrowers. Failures in communication 
between borrowers and servicers severely limited HAMP’s effectiveness. Many components of the 
servicing standards contained in the national robosigning settlement, as well as CFPB’s servicing 
standards, addressed many of HAMP’s shortfalls. These standards could inform private student loan 
servicing standards. In particular, relevant provisions may include: requirements for a single point of 
contact for borrower communications in order to minimize confusion and errors; an appeal and complaint 
process with timely responses from the servicers; timeliness in decisions made for loss mitigation 
measures; timely application of loan payments; transparency when the decision is made to deny a loan 
modification; early notification of resources when a borrower goes into default; a cessation of collection 
efforts when modification applications are reviewed; honoring of loan modification requests when the 
servicing rights on the loan are sold; and, adequate staffing levels to handle the volume of borrower 
complaints, as well as training requirements for staff.9 All outreach materials should be made available in 
multiple languages as well. 
 

Conclusion 

 

Any initiative to promote private student loan affordability, including a loan modification program, 
should ensure that loan modifications are sustainable and affordable in the long term; that effective 
oversight, enforcement, and transparency mechanisms are in place; that the program can meet the scale of 
the problem; and that servicing standards are in place to ensure that servicers properly administer the 
program and communicate with borrowers.  
 
At this point, it is difficult to make recommendations tailored to the particularities of the private student 
loan market because so little is known about it. The CFPB is in a unique position to gather and make 
public more information about the student loan market. Some issues that need further investigation 
include:  

 How certain borrower, loan, and school characteristics affect likelihood of default;  
 The incentive structure and business models of private student loan servicers;  
 How characteristics of loss mitigation programs affect likelihood of re-default; and 
 How counseling affects default and borrower decision-making. 

 
                                                           
9 See Office of Mortgage Settlement Oversight. “Servicing Standards: Exhibit A.” (April 2012); Consumer Financial 
Protection Bureau. “Mortgage Servicing Rules under the Truth in Lending Act (Regulation Z)”. 12 CFR Part 1026. 
2013; and Consumer Financial Protection Bureau. “Mortgage Servicing Rules under the Real Estate Settlement 
Procedures Act (Regulation X)”. 12 CFR Part 1024. 2013.  

CFPB-2013-0004 352



It is critical that the CFPB take expedient action to help private student loan borrowers avoid default, 
improve loss mitigation and servicing procedures, and prevent the recurrence of predatory private student 
lending practices. The CFPB should not allow further study into the structure of the private student loan 
market to unnecessarily delay rulemaking and enforcement actions. 
 
Thank you for the opportunity to provide comment on the important issue of promoting private student 
loan affordability. 
 
Sincerely, 
 

 
 
Dory Rand 
President, Woodstock Institute 
Chicago, IL 
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April 8th, 2013 

 
Monica Jackson 
Office of the Executive Secretary 
Consumer Financial Protection Bureau 
1700 G Street NW 
Washington, DC 
20552 
 
Dear Sir or Madam: 
 
 We are writing on behalf of millions of student struggling with their student loans.  
Young Invincibles is a non-profit organization dedicated to expanding economic 
opportunity for young adults.  Student Debt Crisis is a non-profit advocacy organization 
dedicated to reforming funding for higher education in America.  Together, we interact 
with over 1 million student loan debtors through our research, outreach, education, and 
advocacy work, and are pleased to provide our feedback to the CFPB’s “Request for 
Information Regarding an Initiative to Promote Student Loan Affordability.” 
 
  The Bureau’s Request for Information (“RFI”) included several key questions 
about the experience of distressed borrowers in trying to secure affordable payment 
plans. Young Invincibles and Student Debt Crisis converted the key consumer experience 
questions into a survey, and sent an invitation to take the survey to over 1 million people 
on our email lists.  Of those invited to participate, 9,523 individuals with private loans 
completed the survey.1  It was open from March 20th, 2013 to April 3rd, 2013.2 

This is a self-selected cohort of borrowers, and so our results do not necessarily 
represent the experiences of larger population of individuals. However, most, if not all, of 
the participants joined our online membership to participate in our work around student 
loan issues.  This online participation in both our actions and a survey of this nature 
further indicates a high level of concern, if not distress, about their private loan payments 
– and the substance of these responses corroborate that indication.  In fact, given the 
nature of responses, we can say with confidence that these responses reflect the concerns 
of borrowers facing a high degree of debt and daily struggle.   Specifically, of the survey 
respondents, 

• About 15 percent of borrowers said they had been denied a mortgage 
because of their debt.   

• About 28 percent of respondents had taken on credit card debt to keep up 
with loan payments; 46 percent cut out services like cable or internet. 

• 35 percent borrowed from friends or family to keep up. 

1 Over 7,600 of the 9.523 indicated that they would like their full responses, which included many open-
ended responses that are not included here, submitted as a direct response to the CFPB.  Those comments 
were submitted separately.   
2 Not every question required an answer, so some questions have fewer than 9.523 responses. 
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