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Operator:
Welcome and thank you for standing by. At this time all participants are in a listen-only mode until the question and answer session of today’s call. At that time, to ask a question please press Star followed by the number 1 and record your name. 

This call is being recorded. If you have any objections you may disconnect at this time. I would now like to turn the call over to Ms. Kelly Leon, Assistant Press Secretary of the U.S. Department of Education. You may now begin.
Kelly Leon:
Thanks everyone for joining us this afternoon. It looks like we have a large group, so thanks in advance for your participation and interest in this announcement. 

As the operator said, I’m Kelly Leon. I’m the assistant press secretary here at the department. Today the Department of Education is announcing a series of enhanced protections and customer service standards that will guide the future of federal student loan servicing practices.


We’re pleased to have several federal and state partners with us today. For today’s conversation we’ll begin with remarks from Secretary of Education, Dr. John B. King, Jr., then turn it over to Treasury Deputy Secretary Sarah Bloom Raskin, followed by Consumer Financial Protection Bureau Director Richard Cordray and round out the remarks portion of the call with Illinois Attorney General Lisa Madigan. 

The department’s press release and the final memo were shared under embargo earlier today. Both will be posted on the Department of Education’s Web site under the press release section. If for some reason you did not receive or cannot access those documents, please e-mail press@ed.gov.


I’d also like to note that the Department of Education is joined by Under Secretary Ted Mitchell who authored the memo and who is on the line to take questions.


As a reminder, today’s call is on the record and embargoed until 1:30 Eastern today. Let’s go ahead and get started with Secretary King.

Dr. John B. King, Jr.:
Thanks Kelly. Good afternoon everyone. Thank you for joining us. Today we are announcing a new set of borrower protections and customer service standards that will create a more transparent and accountable loan servicing system for tens of millions of federal student loan borrowers.


These new protections are outlined in a memorandum from Under Secretary Ted Mitchell to Federal Student Aid Chief Operating Officer Jim Runcie that reflects extensive input and years of work with student borrowers, consumer advocates, federal and state partners, and stakeholders across the country.


I want to thank Ted and his team for their tireless work. I also want to thank our partners at the Treasury Department and the Consumer Financial Protection Bureau for their thoughtful partnership and Attorney General Madigan for her continued advocacy on behalf of student loan borrowers.


As I’ve said many times, higher education is the single best investment a student can make in his or her future. A bachelor’s degree is worth on average a million more dollars than a high school diploma over the course of a career. Still, the cost of higher education is rising too fast, and too many Americans are struggling to pay back their loans.


In 2010 the department made the historic move to 100% direct lending. That change ended billions in wasteful subsidies to banks, reinvesting those dollars in aid for students. It also allowed us to continually make changes to ensure the system is serving students and borrowers well.

And loan servicers are a critical part of that system. Servicers are the main touch point for the 40 million Americans working to pay off their federal student loans.


Over the past few years we’ve heard from student borrowers about some of the challenges they faced in managing their student debt. Coupled with a more in-depth review of the student loan portfolio, feedback from borrowers and their advisors has helped us identify and target assistance at areas where borrowers need the most support.


That work remains a top priority through the end of the administration. The bottom line is this. Every borrower deserves access to the right information and resources to manage and ultimately pay off their debt. When loan servicers make mistakes or don’t provide the right information at the right time, borrowers pay the price.


Now I’m concerned that less than stellar student loan servicing is tripping up borrowers as they seek to climb the economic ladder. Today’s memo is another important step forward in our ongoing effort to simplify and improve the borrower experience.


Borrowers deserve accurate, actionable and consistent information. The system itself must be fair and transparent and servicers should be accountable to their borrowers. If a student reaches out to a loan servicer, they deserve a timely and helpful response. These are basic principles but important ones.

Since taking office, the Obama Administration has fought to help students and families afford a college degree and manage their student loan debt. In addition to redirecting money from banks to students – as I mentioned earlier – we’ve expanded options for borrowers to cap their payments based on income and conducted extraordinary outreach to make sure borrowers know about these options.


Today more than 5 million borrowers are enrolled in income-driven repayment plans like the President’s Pay as You Earn Plan, up from less than a million in 2011.


We’ve made lots of other important progress too, but we also know that our work is far from done and that the path ahead must be collaborative. That’s why today’s memo outlines expectations for cooperation with our federal and state partners as well as students, educators, and advocates. We will also continue to explore ways borrowers can play an expanded role holding servicers to their end of the bargain.


All of this work will require a continuous process of testing and improving. That’s one of the reasons why we’re moving forward to build a system that is both lasting and flexible in the face of a changing higher education landscape.


Even as future issues arise around student debt, our efforts will ensure our students have access to quality resources and information. This is essential if we want to make debt more manageable and college more affordable.


We believe that the steps we’ve taken provide a clear and strong road map for the future of loan servicing. Thank you and I look forward to your questions shortly. I’d now like to turn it over to Deputy Secretary Raskin.

Sarah Bloom Raskin: Well thank you Secretary King. And to you and to Under Secretary Mitchell, the Department of Education, thank you for issuing policy guidance that will shape student loan servicing for the better.

I also want to thank Director Cordray and Attorney General Madigan, both of whom bring important boots on the ground perspective to this conversation and have been knowledgeable leaders in the student loan work that we’re doing.


There’s no question that there’s a lot riding on the health of our student loan financing system, for our economy, for our country, and for the millions of Americans who rightly see a college or a university degree as the path toward greater job options and greater financial security. 

And student loan servicers play an absolutely critical role in unlocking the vast benefits that a high quality college or university degree can provide.


Student loan servicers are the critical link between the Department of Education and student loan borrowers, borrowers who are often undertaking their first significant financial obligation, exposing themselves to a process that is complex and often daunting.


Now sure servicers send the monthly bills. But they also advise borrowers how to manage their accounts. They identify and assess repayment options. And they address payment problems as they arise. When done well, servicers provide an important line of defense against unnecessary and costly delinquencies and defaults.


Yet we also know that absent proper supervision, enforcement, and well-structured incentives, servicers can fall far short performing these functions well.


As we know from experiences of mortgage servicing from the financial crisis, servicing loans involves far more than sending statements and processing payments.


Director Cordray and Attorney General Madigan know this painfully well, having seen firsthand how people with home loans could suffer. When mortgage servicing was poor, they were at the forefront of developing meaningful and enforceable standards to improve borrower outcomes.


We understand from this experience that servicing is not a one-size-fits-all process and similarly, we have learned that placing student loan borrowers in an inappropriate and unsustainable repayment plan can sometimes (happened). And instead we want to see them placed in an appropriate and sustainable plan that can be time consuming and detailed.


The servicer must do a substantial amount of engagement with the student loan borrower to find the option that best meets the borrower’s needs before the borrower becomes delinquent or enters default. 

Loss mitigation options such as enrolling borrowers in income-driven repayment plans require extensive outreach and individualized case work. So the servicer needs to invest in resources including trained personnel who can deal with complex transactions and trade-offs.


In short, the structure of the contract and the arrangements between the Department of Education and the servicers have significant impact on the ultimate performance of the loan and the financial success of the borrower.

Now at Treasury we’ve spent a lot of time focused on student loan issues. We’ve talked to graduate and undergraduate students across the country from Massachusetts to Texas at schools of different sizes and types.


And if there’s one message that rings out loud and clear from these conversations, it’s that students lack a fundamental understanding of the terms of their loans or how their monthly payment will be determined. Many students are not aware of repayment plans and don’t know whom to contact if they have questions or problems.


This administration has worked hard to provide affordable repayment options for borrowers, particularly through the expansion of income-driven repayment plans. But these efforts can only be successful if students understand their options and can access them.


This is where servicing is essential, and this is where we need to do better. Borrowers who don’t understand their options are more likely to unnecessarily suffer the consequences of delinquency and default. 

As the CFPB’s report last year showed, servicers continue to fail. Too many borrowers who were left on hold, left confused, and left out. The consequence to the lives of those borrowers, our citizens, when they unnecessarily fall into delinquency and default can be catastrophic.


In fact these consequences in the aggregate can have a serious impact on our economy. So these are the factors that have shaped the Department of Education’s policy guidance that is being released today, which is intended to strengthen our student loan financing system by providing long overdue improvements to servicing.


The Department of Education’s policy memo builds on the administration’s previous and ongoing work to restructure its contracts for federal student loan servicers and provide strong direction to FSA to raise the bar in servicing.


As the memo highlights, it’s essential that servicers inform borrowers of income-driven repayment plans, provide consistent branding under one name, the Department of Education, have clear standards for performance and be subject to strong oversight and enforcement.


Importantly, the memo also calls for holding servicers more accountable. If the expectations described in the policy memo are not met, servicers should face consequences including withheld payments and reductions in future loan allocation. These are important steps but policy without implementation will not help achieve better outcomes for borrowers.


FSA needs to move forward quickly to turn this vision of servicing into reality. Certain elements may require delay for new systems or capabilities, but others – such as improved transparency or enhanced oversight – can and should be implemented more quickly. They are overdue.


It’s also important to remember that servicing is only one piece of our work to create an optimal student loan financing system. This administration will continue to work to refine all aspects of this system, ensuring that every piece of our student loan financing system is worthy of the caliber of the potential of America’s students.


With the public release of this policy memo, students, advocates and other stakeholders will have a better understanding of what borrowers can expect when interacting with student loan servicers. 

Now it’s time for those expectations to be met, and I commend Secretary King and his team on this effort and urge FSA to move forward aggressively with implementation of this significant guidance. Thank you and I’ll now turn to Rich Cordray.

Richard Cordray:
Okay thank you. I’m pleased to join all my colleagues on this call to take this step toward reforming the student loan servicing market. This is an important milestone in our continued efforts to better protect consumers by addressing the many problems in student loan servicing we’ve highlighted in recent years.


Looking out for student loan borrowers has been a priority for the Consumer Bureau since we opened our doors five years ago. We now oversee private lenders, debt collectors, and the loan servicers that manage loan payments and billing.


Last year, as mentioned, we released a report identifying widespread concerns across the student loan servicing market. The report was informed by over 30,000 public comments. Many consumers describe slipshod practices that spur financial hardship and help drive struggling borrowers into default.


The report raised urgent concerns about the consequences of servicing failures for one of our most precious resources, the human potential of our next generation. And it contributed to today’s announcement that outlines the rights of student borrowers to high quality service.


About 43 million consumers now owe money on student loans, and one in four student loan borrowers are past due or in default on a student loan. When this happens to a young person, the damage that’s done to their credit can disrupt their lives in unexpected and troubling ways. 

It can make it hard even to pass an employment background check, much less buy a home or a car or save money for any purpose including retirement. Even borrowers who are managing to repay their loans may pay a substantial price in terms of their ability to form a family or afford a home of their own.


This should not be the case. If you take out a federal student loan to pay for college and later have trouble paying it back, you have a right under the law to arrange a lower payment based on your income. Cash-strapped borrowers should not be driven to default on a federal student loan.

But we continue to see a significant disconnect between the experience of many borrowers and the protections created by the law, which include the right to pay nothing at all for a time if you’re out of work or your wages are low.


Student loan servicers are paid to manage student loan accounts and have a responsibility to inform borrowers, especially troubled borrowers, about options for affordable monthly payments and to help them get on track. But increasingly, the evidence suggests that servicers too often fail to meet that responsibility.


For example, a recent government report found that 70% of borrowers in default on a federal student loan actually had an income that could qualify them for a lower monthly payment. 

For some student loan borrowers, high quality servicing can be the difference between getting by and going broke. But for too many consumers, this level of service has proved elusive. Unlike mortgages and credit cards, student loan servicing is subject to a number of state and federal laws, but the market lacks consistent standards that cover the servicing of all private and federal student loans.


So today’s announcement, which specifies the rights of student loan borrowers to receive high quality service and to expect clear, consistent, and personalized information about repayment plans marks a notable commitment, a laudable commitment by the Department of Education to make a major investment in student loan servicing that will drive stronger practices and better outcomes for borrowers.


These student loan servicing standards build on our joint efforts over the past year. The work we’ve done together on the joint statement of principles on student loan servicing, the prototype disclosure forms released in May that we call the payback playbook, and now these servicing standards are efforts for us to continue our work with partner agencies to make sure borrowers are not steered outcomes that are not in their best interest or the public interest.

And we stand fully ready to support the Department of Education’s public commitment to implement these servicing standards coupled with a dynamic performance based compensation structure that will help borrowers succeed.


We also remain committed to taking immediate action to protect consumers in this market and we will continue to use our enforcement and supervisory tools to address illegal student loan servicing practices. This is a pledge we share with state law enforcement and state regulatory agencies across the country.


I’m especially pleased to be joined here today by Illinois Attorney General Lisa Madigan, who has long been a close friend and partner to the Consumer Bureau. She’s been a true champion on these issues, and along with Washington’s Attorney General Bob Ferguson has been leading a determined fight to achieve better results for student loan borrowers.


Student loans play a crucial role in young people’s lives as they seek an education and establish their creditworthiness and can affect their ability to finance their first major purchases.


So amid the debate about this nation’s higher education policy, we must do all we can to address the challenges facing the millions of Americans carrying student loan debt. With so much at stake both now and in the future, we cannot afford to ignore the student loan default problem and its many harmful consequences. Thank you.

Lisa Madigan:
So I am going to take over. I am Attorney General Lisa Madigan, and I am very pleased to be with all of you today to discuss the future of consumer protections for federal student loan borrowers in the servicing arena.


Roughly ten years ago people in Illinois and across the country saw trouble brewing. Hardship and delinquencies were rising and mortgage borrowers reached out to their servicers for help. 


For too many borrowers, however, poor customer service, lost paperwork, and other shoddy servicing practices exposed the cracks in the system, and the results for home owners and our economy were devastating.


Today, we are unfortunately seeing some of the same troubles brewing in the student loan market. With thousands of borrowers defaulting every day, it is time for enhanced consumer protections and clear servicing standards that protect borrowers from poor practices.


I want to commend the Department of Education on these directives to the Office of Federal Student Aid. I am pleased the Department of Education has considered the findings of my investigation and the proposed reforms my office has been working on.


Enhanced consumer protections will require student loan servicers to provide meaningful counseling and assistance to borrowers as they struggle to meet their student loan obligations. When implemented, these protections are a positive step forward for federal student loan borrowers.


These proposed reforms are critical and must remain strong and specific. Oversight of servicers by the Department of Education to ensure implementation of these borrower protections is crucial. We must be sure that the student loan market does not follow the fate of the mortgage market.


When homeowners were struggling to pay their mortgages and mortgage servicers were not doing their jobs, borrowers were easily lured by scam artists who promised they could help them. Unfortunately, now we’re seeing scam artists preying on struggling student loan borrowers.


And the scammers are successful because servicers are not providing the information and help student loan borrowers need. I’ve been investigating student loan servicing and collections practices since the end of 2013. The results of my investigation informed the consumer protections announced today by the Department of Education.

I found that student loan borrowers are not provided all the information about payment plans that are necessary to keep their loans current when they reach out to their servicer for assistance. In addition, servicers do not tell borrowers who are clearly eligible for income based repayment plans about the income based repayment plans available, even when borrowers are in financial distress.


Instead, borrowers are often steered into the quickest resolution the servicer can find, which is usually forbearance, in order to hurry the borrower off the call. Well this might be good for a student loan company’s bottom line. It’s not good for borrowers, their families, and our economy.


My investigation grew out of complaints from student loan borrowers to my office about their problems with the servicing of their loans. Borrowers complained about receiving little to no help with finding repayment plans and receiving conflicting information when they contacted their servicer when they were experiencing financial distress.


This must stop. Servicers have to do a better job. Servicers must make borrowers aware of and put them into payment plans they can afford. Income based repayment plans are already provided by the federal government and borrowers have the right to enter these repayment plans.


With the many federal repayment options available to student loan borrowers, borrowers should be able to avoid default. Servicers who are selected to administer the government student loans must provide all borrowers, especially borrowers who are experiencing financial distress, with their repayment options.


If servicers don’t do their job, they should face real consequences. Federal student loan borrowers are not the only student loan borrowers who are struggling so I’m hopeful that these protections will also serve as a model for the servicing of private loans. We need to ensure that student loan servicing is fair for everyone, no matter what kind of loan they have. 

Another serious set of issues student loan borrowers bring to my office often after servicers have failed to give them the appropriate repayment options are problems with debt collection.

While the reforms proposed today on servicing are necessary and important, we also need to look at reforming student loan debt collection where some of the most desperate borrowers need significant help.


It is imperative that we reform the servicing and debt collection practices for all student loan borrowers now. If we don’t address these problems today, our economy will face grave consequences in the near future. 

For that reason, my office is continuing our investigation into student loan servicing and debt collection practices in both the federal and private markets to ensure all borrowers experience the benefit of reform as soon as possible.

And I will continue working with the CFPB and other regulators to make sure that student loan servicers engaged in wrongdoing are held accountable. Thank you.

Kelly Leon:
Thanks to all of our speakers. We do have about ten minutes for questions. I realize we’re running a little tight on time. Operator could you remind our participants how to ask questions please very quickly?

Operator:
Thank you. We will now begin the question and answer session. To ask a question please press Star followed by the number 1 and record your name at the prompt. Your name will be required to introduce your question. 

And to cancel your question, you may press Star 2. One moment for the first question. Our first question is coming from Emily Wilkins at CQ Roll Call. Your line is open. One moment please.

(Emily Wilkins):
Hello? Hello?

Kelly Leon:
Hi Emily. Go ahead and ask your question.

(Emily Wilkins):
Hey, sorry about that. Thanks for taking my question. I had a question. I believe it was a GAO report that was released in June that focused on call center hours for servicers. And it put out the recommendation that there be minimum standards for call center hours to ensure that students could reach someone.


This isn’t something that I saw in the memo. I’m wondering if I simply missed it or is this something that the department is planning to address?

Kelly Leon:
Under Secretary Mitchell, you’re welcome to answer the question.

Ted Mitchell:
Awesome. (Emily) this is Ted Mitchell. So we do talk about call center hours in the memo. It’s something that we do - the GAO report was a good one. We take that very seriously and we want to be sure that call centers are available to borrowers when they need it, not when it’s convenient for the call centers.
(Emily Wilkins):
Got it. And can I ask also a quick follow-up? I have also noticed that there was a Senate recommendation within the Labor-H report that talked about the servicers and it strongly recommended that the department put together a policies and procedures manual for all direct loan servicers. 

Is that - that’s also something that I didn’t see, and I was wondering if that was something that you were working on or if that’s also included in today’s memo.

Ted Mitchell:
Let me take this one - this is Ted Mitchell again. The standards that are in the policy memo today help inform a broader vision for loan servicing that is based on a model of a single platform provider and multiple customer service entities.

The goal of that is to create exactly the kind of consistency that’s mentioned in the Senate report and certainly something that I know Deputy Secretary Raskin has heard in her travels around the country. I have as well. Letters come in to the President all the time about the confusing state of affairs with multiple servicers with multiple logos and multiple approaches to this. 

We’re aiming to create through these standards and through the overall vision a consistent, coherent, transparent and accountable system for loan servicing.

(Emily Wilkins):
Thank you so much.

Richard Cordray: And by the way your call center hours, that’s addressed at Page 24 of the document that you have.

(Emily Wilkins):
Oh thank you so much. Appreciate that.

Operator:
Our next question is from (Kirk Carapezza from WGBH). Your line is open.

(Kirk Carapezza):
This question is for Secretary King or Under Secretary Mitchell. Attorney General Madigan said student loan servicers should face real consequences. What would you say to critics who think these guidelines don’t go far enough, and that you’re simply lecturing these loan servicers?

Dr. John B. King, Jr.: This is Secretary King. I’ll let Ted add, but I’ll start by saying that this memo defines what will be required under the new contract through the servicer recompete. It lays out very clear consequences for servicers if standards aren’t being met. 

We really envision as Ted described an ecosystem where the servicing providers are competing on quality of customer experience and outcomes for borrowers. So I think this is a very different model than existed under the prior contract. Ted, you want to add to that at all?

Ted Mitchell:
Sure, just a couple of quick things. Attorney General Madigan noted that if servicers don’t live up to the terms of their contract, there need to be consequences. And we’ve spoken to that in the policy memo, and we’ll speak to that in the contract itself.


I think that at heart this is a change from - toward a borrower centric set of contract, the borrower-centric set of outcomes. And one of the pieces that we don’t talk about explicitly in the memo is the new enterprise feedback system, a complaint system that we’ve launched modeled on CFPB’s complaint system.


This will help us to gain real time information about how servicers are doing and will allow us to maintain our oversight with much sharper focus than we have had before.

Kelly Leon:
Thanks. Operator, we’ll take next question. If you could please announce the publication that the question is coming from, that would be perfect. Next question please.

Operator:
Our next question is from (Michael Stratford) from Politico Group. 
(Michael Stratford): Hello. Two quick questions. The first is just on timing. So this memo will be carried out through the contracts the department plans to sign by the end of the year with one of the three finalists it announced earlier this month or last month? Is that correct?
Dr. John B. King, Jr.: This is Secretary King. It’s a multi-step process so that the next step in the process is that one of those finalists would be selected through Phase 2 of the recompete. That finalist will construct a platform. There will be service providers who will operate on that platform initially upon launch, and that’s described in the introduction.


And then there will be a follow-on procurement within the next 12 months to add additional service providers that would operate on that single platform.

(Michael Stratford): So when can we expect that someone would be - a servicer would be actually held accountable to some of the standards set out here – as soon as the contract is signed later this year?

Dr. John B. King, Jr.: We anticipate that the contract for the platform provider would be awarded by the end of 2016. And at the launch of that new platform, the platform provider would be the service provider for some number of loans and there would be other entities that would also be service providers for some number of loans, and all of those service providers and the platform provider would be held to the terms of the memo.

Kelly Leon:
Thanks Michael. Operator, let’s take next question please, and I believe this will be our last question.

Operator:
Our next question is from (Shahien Nasiripour) from Bloomberg. Your line is open.

(Shahien Nasiripour):
Good afternoon. I have a few questions. Hopefully this will answer pending questions from other reporters. First, General Madigan, can the public rely on the education department to enforce these contracts or should state attorneys general also be actively enforcing these provisions? 

Second, Secretary King, it’s ultimately up to the Office of Federal Student Aid if they want to implement these recommendations into their new contracts with loan servicers. In December you and your predecessor worked together to reappoint the head of FSA, James Runcie, to a new term of no less than three years. Are you prepared to fire anyone if your directives are not written into the new student loan servicing contracts?


Finally, Under Secretary Mitchell, high touch servicing carries with it significantly higher cost. Yet the memo states, and I quote, “Taxpayers should expect that loan servicing is provided in a cost effective manner.”

Is the department prepared to hike pay for servicers in order to achieve the outcomes detailed in this memo?

Lisa Madigan:
Hi (Shahin). As you’re aware, you know, we had informed the department of the findings of our investigation and our concerns. And many of the proposals announced today are informed by those findings. You know, I believe that the Department of Education is doing a good job and that these proposals are very necessary, are very important, and that the Department of Ed…

(Shahien Nasiripour):
Can I just briefly interrupt you, General Madigan? If the Department of Education is doing a good job, then how come the Department of Education had to rely on states attorneys general to find out, you know, all the - to catalog all this mistreatment? Why didn’t the Department of Ed find that itself if they’re doing such a great job?
Lisa Madigan:
So we get complaints at the ground level, right? We are on the front lines, and that is why we have investigated those complaints. We handle those complaints the same way we handle other consumer fraud complaints. 

And as I said, we have been in communication to inform the Department of Ed of our investigation findings as well as our concerns. And I think today, they are obviously demonstrating that they are aware of those and they are committed to addressing them.

Dr. John B. King, Jr.: I’ll make a few comments. This is Secretary King. One is that we think there’s important roles to play for the department, for our federal partners at CFPB and Treasury and our state partners and state attorney generals (sic) to ensure that the interests of borrowers and students are protected.


With respect to the issue of resources, the memo frames that we intend to continue to work across the administration and with Congress to ensure that the resources are in place to support high quality servicing consistent with what’s required in the memo. The memo is a directive to FSA, and we expect FSA to implement the memo as written.

Kelly Leon:
I think that will conclude our call for this afternoon. Thanks so much everyone for joining us today. We’ll go ahead and post a release on our Web site and a transcript of this call will be available as well. Thank you so much for joining this afternoon.

Operator:
That concludes today’s conference. Thank you for your participation. You may disconnect. 

END
