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PRIVATE STUDENT LOANS: PROVIDING FLEXI-
BILITY AND OPPORTUNITY TO BOR-
ROWERS? 

TUESDAY, JULY 24, 2012 

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS, 

SUBCOMMITTEE ON FINANCIAL INSTITUTIONS 
AND CONSUMER PROTECTION, 

Washington, DC. 
The Committee met at 2:30 p.m., Room SD–538, Dirksen Senate 

Office Building, Hon. Sherrod Brown, Chairman of the Sub-
committee, presiding. 

OPENING STATEMENT OF SENATOR SHERROD BROWN 

Senator BROWN. The Subcommittee on Financial Institutions and 
Consumer Protection will come to order. 

Thanks, always, to Senator Corker for the good work that he 
does with the Subcommittee. And Senator Reed and Senator 
Akaka, thank you for joining us. 

My staff particularly appreciates the working relationship with 
Senator Corker in making these Subcommittee hearings work 
much better as a result. 

On June 29 of this year, Congress passed the Transportation and 
Student Loan Package, essential legislation that not only ensured 
funding for our Nation’s infrastructure and its highway system but 
also include extension of the current student loan interest rate of 
3.4 percent for subsidized Stafford loans, an issue that Senator 
Reed especially had worked hard on. 

The passage of this legislation was important for seven million 
undergraduate students nationwide some, we figure, 382,000 of 
them living in Ohio. 

Without this extension, the average student would have faced an 
additional thousand dollars in student loan debt per subsidized 
Stafford loan. 

As others did, I spent a lot of time in community colleges and 
4-year private and public institutions in my State, particularly in 
Cleveland, Columbus, Cincinnati, Toledo, and Dayton, talking 
about hearing the stories from a number of students sharing with 
me their fears are graduating in a challenging economy with high 
levels, even without this legislation obviously, with high levels of 
student loan debt. Others shared the experience of family members 
and friends who are still paying off their loans years after gradua-
tion from college. 
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This is not surprising. Earlier this year, student loan debt, as we 
have heard repeatedly, student loan debt outpaced credit card debt 
soaring to more than $1 trillion. It is a problem that affects people 
of all generations, obviously not just the student but the family 
sometimes, even the grandparents. 

According to a report released by the Federal Reserve Bank of 
New York, the average student loan debt burden for borrowers 
under age 30 has risen 56 percent since 2005. Meanwhile bor-
rowers in their 40s are the most likely to default. 

Parents and grandparents who may have cosigned for a son or 
a granddaughter must share the burden of younger generations. It 
is clear more must be done to ensure future generations are not 
saddled with high levels of student loan debt while helping bor-
rowers of all ages pay off their student loans. 

That is why today’s hearing which will focus on the challenges 
facing borrowers in the private student loan market is so impor-
tant. That is a small portion relatively of the overall student loan 
market. 

American consumers owe more than $150 million in outstanding 
private student loan debt, and their numbers have increased. Four-
teen percent of undergraduates in 2000 to 2007 have taken out a 
private loan up from 5 percent in 2003 and 2004 and continuing 
to increase. This is troubling. 

Private student loans are the riskiest way to pay for college. 
Often these loans come with a variable interest rates ranging from 
5 percent, sometimes to 18 percent, often with no limits on origina-
tion and other fees. 

Additionally, unlike Federal student loans, private student loans 
are less likely to come with affordable payment plans or loans for-
giveness or with deferment options or cancellation rights. 

Given the risks and the challenges as well as the opportunities 
posed by private student loans, I am proud to have fought for the 
inclusion of the private student loan ombudsman as part of the 
Dodd-Frank legislation. 

For the first time in history, private student loan borrowers have 
a central place to go file complaints and have an average on it in-
side the government for them. 

I am still concerned that too many borrowers are not receiving 
the assistance they need from lenders. Last week the Consumer Fi-
nancial Protection Bureau, which was also, as we know, enacted as 
part of Dodd-Frank published a report on the private student loan 
market and the consumers who use these loans. 

What was evident from this report is that many borrowers took 
out private student loans without fully understanding the terms. 
Now, many of these borrowers are saddled with thousands of dol-
lars of debt with limited options. Hopefully, this hearing will allow 
us to further understand the challenges faced by these and other 
students. 

In the short term, we can explore ways to provide borrowers with 
short-term options to get out from under the burden of high-cost 
private student loans. 

In the longer term, I hope that we can provide students and their 
families with more transparency about private loan options and 
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costs as well as predictability when they are trying to work with 
their servicers. 

I will conclude with the story of Teresa from Mentor, Ohio, east 
of Cleveland, and her struggles with private student loans. She 
graduated from college in 2009. She soon after apply to join the 
Peace Corps. She almost had to turn down this once-in-a-lifetime 
opportunity because of the unwillingness of our lender to defer her 
loans while enrolled in the Peace Corps. 

She came to one of my constituent coffees to ask for help. 
Through the work of my staff, her lender finally agreed to defer her 
loans. Teresa was able to go abroad last year. While domestic 
issues of broad brought Teresa home sooner than expected, her pri-
vate student loan challenges remain. 

While she has continued to pursue a career in public service that 
began with the Peace Corps, she struggles to make her monthly 
student loan payments that topped $400. In just 2 years, her bal-
ance of one of the loans has jumped from 22,000 to just under 
30,000. Without intervention, these loans will continue to grow. We 
need to think about people like Teresa as we make these decisions. 

Moving forward, I am hopeful today’s hearings will help move us 
closer to a solution of these important issues. 

Senator Corker. 

STATEMENT OF SENATOR BOB CORKER 

Senator CORKER. Thank you, Mr. Chairman, and thank you to 
the witnesses who are here. I am glad we are here today to talk 
about the private student loan market. But to me it is more impor-
tant that we look at the entire picture. 

We have been reading in the news lately that student borrowers 
have nearly $1 trillion in outstanding student loan debt. But, we 
need to remember, as the Chairman just mentioned, only 7 percent 
of those loans are private student loans, and the other 93 percent 
are loans that are backed by the taxpayer. 

I think all of us know the real problem we need to consider are 
the rising cost of college tuition and the amount of Federal student 
loans students are borrowing. 

I might add that on the one hand the Federal Government seems 
to want to help solve this problem, on the other hand continues to 
mandate to States things like Medicaid. In our own State, for every 
percentage that we spend more on Medicaid we spend less on high-
er education. That is the real driver of why students are borrowing 
so much money in our own State. 

The Federal Government recently took over the Federal loan pro-
gram as many of us know. I am unconvinced that that change is 
in any way benefiting students or taxpayers. 

There are income forgiveness programs on the Federal loan side 
where borrowers do not have to pay back the full freight of the 
loans they borrow, sticking the taxpayer with the unpaid burden. 

So, I think it is important for us to understand the whole picture 
and not just focus on a tiny fraction of the marketplace, and I am 
pleased that Sallie Mae is here today to talk about the progress 
that they have made in encouraging students to borrow more re-
sponsibly. 

And, I look forward to the testimony of the witnesses today. 
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Senator BROWN. Thank you Senator Corker. 
Senator Reed, any opening statement? 
Senator REED. No, Mr. Chairman. 
Senator BROWN. Senator Akaka, opening statements? 

STATEMENT OF SENATOR DANIEL K. AKAKA 

Senator AKAKA. Thank you very much, Mr. Chairman. 
Good afternoon, panelists, and thank you for being here today, 

all of you. 
I am pleased that Congress is continuing to monitor leading 

practices regarding student loans. A quality education must include 
an understanding of economics and personal finance so that all 
Americans will be prepared to make sound financial decisions. 

I look forward to hearing an update from the Consumer Protec-
tion Bureau on the work that they have done to improve the con-
sumer financial marketplace. 

Thank you all the panelists for your testimony today and I hope 
that your insights will help this Committee work toward ensuring 
that students have safe options for obtaining financial support for 
their college educations. 

Thank you much, Mr. Chairman. 
Senator BROWN. Thank you, Senator Akaka. 
One point I wanted to make that the reason that this hearing, 

perhaps, Senator Corker, is a little narrower than you might want 
is that, one, as you know, we do not have jurisdiction over Federal 
loans the way we do private student loans. But, I am certainly will-
ing to work with this whole, obviously this whole issue of student 
loan debt wherever it comes from. This is serious. 

I would like to introduce the first witness, Rohit Chopra, leads 
the office for students at the Consumer Financial Protection Bu-
reau where he is designated by Secretary Geithner as the CFPB’s 
student loan ombudsman. 

Immediately prior to the opening of the agency, he worked at the 
Department of Treasury on the CFPB implementation team. He 
holds a BA from Harvard and an MBA from Wharton at the Uni-
versity of Pennsylvania. 

Mr. Chopra, welcome. 

STATEMENT OF ROHIT CHOPRA, STUDENT LOAN 
OMBUDSMAN, CONSUMER FINANCIAL PROTECTION BUREAU 

Mr. CHOPRA. Thank you. Chairman Brown, Ranking Member 
Corker, and Members of the Subcommittee. Thank you for holding 
this hearing today. 

To prosper in today’s global economy, our workforce needs skills 
to innovate in a highly competitive environment; but the rapid 
growth of student debt raises concerns that warrant the attention 
of policymakers. Student loan debt has now crossed the $1 trillion 
mark. 

Now, college is still a great investment. Graduates have lower 
unemployment rates and earn higher wages but there is another 
side to the story. 

Over the past decade, real wages for college graduates have de-
clined. The growing college wage premium is largely explained by 
faster falling wages of non-degree holders. 
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But, the cost of college has not been falling—rising faster than 
inflation, wage growth, and healthcare costs. Growing costs, declin-
ing wages and job market uncertainty have led to more debt and 
more risk. The stories of distressed borrowers reveal the impact of 
the financial crisis and the significant work that lies ahead. 

Prior to the crisis, private student lending rapidly increased. 
Like in the mortgage industry, lax lending practices are much less 
common today. Loans are cosigned and often have significant dis-
closure requirements. 

But like the mortgage markets, there are still opportunities to 
make improvements. Private loans often lack repayment flexibility. 
In 2007, Congress and President Bush enacted the College Cost Re-
duction and Access Act, which allowed student loan borrowers to 
remain current on a loan through the income-based repayment pro-
gram, but this does not impact private student loans. 

Private loan borrowers experience challenges when attempting to 
restructure their loans due to capital markets conditions and an 
unusual status in the bankruptcy code. Even the most responsible 
borrowers have sought to better manage their debt burden. We see 
that many borrowers feel stuck with high monthly payments be-
cause they cannot easily refinance. 

In March, CFPB launched a student loan complaint system 
where many borrowers have sought and received help and lenders 
have learned more about their borrowers’ experience. 

We also worked closely with the Department of Education on a 
Know-Before-You-Owe financial aid shopping sheet that we re-
leased this morning, and we have developed online tools used by 
tens of thousands of consumers on how to navigate their student 
loan repayment options, avoid default, and honor their commit-
ments. 

The CFPB hopes to continue its work with other agencies that 
might play a critical role in addressing roadblocks to facilitating re-
payment flexibility and a robust refinance market. 

While student debt might not pose systemic risk to the banking 
system as we saw with mortgages, it would be imprudent to dis-
miss that growing indebtedness can act as a drag on economic re-
covery. 

Consider borrowers facing high rates and high payments who are 
dutifully meeting these obligations. Without a refinance option, 
they struggle to reduce their payments even though they have built 
a solid credit history. 

What might be the consequences of this? Take the housing mar-
ket. First-time homebuyers are an important source of demand and 
data reveals that adults in prime homebuying age cohorts are liv-
ing at home with their parents and seeing reductions in their own 
home ownership rates. 

In addition to home ownership, data also reveals low participa-
tion and contribution rates to employer retirement plans among 
young graduates, which can challenge their future retirement secu-
rity. 

Congress and Federal agencies have taken steps to increase li-
quidity and the functioning of the credit markets in recent years, 
but the current conditions in student loan markets may have a 
long-term impact on the economic vitality of many borrowers today. 
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Many borrowers are unable to secure adequate credit accom-
modations to manage their debt burden. Policymakers have paid 
significant attention to conditions in the mortgage market; but 
given the potential impact of student debt on the broader economy, 
the situation demonstrates the need for attention. The CFPB will 
continue its work to make the loan marketplace work better for 
borrowers, schools, and honest lenders. 

We look forward to working with Congress and policymakers to 
ensure that economic ability is still within the reach for those who 
borrowed to invest in an education. 

I look forward to your questions. 
Senator BROWN. Thank you, Mr. Chopra. 
In your private student loan report, you note that the average in-

terest rate in a December sample of private student loans was 7.8 
percent. We know with the Federal Reserve monetary policy ac-
tions that interest rates in this country are pretty much at record 
lows. 

Talk to me about that differential, why it is so much higher for 
student loans, what does that mean in terms of students not being 
able to take advantage of those low rates. What, if anything, can 
we do about it? 

Mr. CHOPRA. So, one unique thing about student loans, particu-
larly private student loans, is that once someone takes on that 
loan, let us say when they are 18 or a freshman in college, their 
credit profile can significantly change over time. 

As an 18-years-old, they might be considered high risk, but by 
the time they graduate and are gainfully employed and paying for 
a few years, they might be a much lower credit risk. 

What we see is not many refinancing opportunities to best allo-
cate price to risk; and when markets are not appropriately allo-
cating price to risk, we do not see a well functioning market. So, 
borrowers may be paying higher rates than what is justified by 
their risk profile. 

Senator BROWN. So, why are there not these refinancing opportu-
nities? 

Mr. CHOPRA. It is not clear exactly, but historically the market 
developed as a consolidation market. So, essentially multiple loans 
you could consolidate into a single payment. This had to do with 
the way the Federal Family Educational Loan Program was struc-
tured, but partially it is due to capital markets conditions, but we 
just simply do not see many lenders actively competing to find bor-
rowers who may be able to refinance. 

Senator BROWN. Is there a lack of knowledge on the borrowers’ 
part to not think about the issues of refinance, are we not? 

Mr. CHOPRA. Yes, I think that is right. 
Senator BROWN. If they were—answer that. And then if they 

were more knowledgeable, are you suggesting there would not be 
the opportunities to refinance because there are not enough oppor-
tunities in the market? 

Mr. CHOPRA. Yes, sir. You are right. I think many borrowers sim-
ply do not know that refinancing is an option, but we do hear that 
many of them are dutifully paying on time for months and years 
and unable to manage their debt better. 
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Currently, there is not a large amount of marketing on options 
to refinance. It is generally marketed to people so that they can re-
duce the number of loans they have into a single payment, but not 
necessarily to compete down the price. A more competitive market 
amongst lenders would probably serve to benefit the entire market-
place. 

Senator BROWN. Let me shift for a moment. 
Quoting your testimony, you note that Federal agencies have in-

tervened in the private student loan market in recent years. 
Citing unusual and exigent circumstances, the Federal Reserve 

Board of Governors exercised its authority to establish the term 
asset backed securities loan facilities which facilitate the issuance 
of a wide range of ABS including those backed by private student 
loans. 

Is there a role for the Federal Reserve in providing relief for pri-
vate student loan borrowers? 

Mr. CHOPRA. I think all Federal regulatory agencies, particularly 
ones that monitor the capital markets, have a role to play to make 
sure that the market is liquid and well functioning. 

I would not necessarily characterize it as relief, but characterize 
it in terms of increasing competition so that pricing is more fair 
and more connected to risk. 

We have seen in the mortgage space that the FHFA has sought 
to create the conditions for responsible mortgage borrowers to refi-
nance. And, as I said before, many responsible student loan bor-
rowers see their credit profile dramatically improve over time, but 
the market may simply not be liquid enough to appropriately price 
their risk and allow them to have a lower payment. 

So, we look forward to providing any expertise to the Federal Re-
serve Board of Governors and others as they monitor conditions. 

Senator BROWN. Thank you, Mr. Chopra. 
Senator Corker. 
Senator CORKER. Thank you, Mr. Chairman, and thank you 

again for being here. 
You know well the relationship between the investment and 

higher education at the State level and how that has been dimin-
ishing in many cases, in most cases actually because of the tremen-
dous burden of investing in Medicaid which, you know, we have 
made happen in a big way at the Federal level, but that has a di-
rect relationship on what tuition levels are for students and that 
is one of the main drivers of why there is so much student debt, 
is it not? 

Mr. CHOPRA. So, it is certainly true that the constrained State 
budgets, many of which were badly battered starting in 2008 due 
to declining tax revenues as well as other policy interventions, have 
led to cuts on a real basis to State higher education. 

Senator CORKER. Yes. 
Mr. CHOPRA. So, we have to not just address the underlying costs 

of higher education, but also make sure that markets are working 
properly. 

Senator CORKER. It is pretty fascinating. Here we are, we are 
dealing with an issue that over the last several years we have 
helped create and exacerbate and will continue to exacerbate over 
time. I just want to point that out. 
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I understand that your agency, a new agency, is advocating that 
on the private side that students just have the ability to discharge 
their loan to bankruptcy, is that correct? 

Mr. CHOPRA. No. It is actually a little bit different than that. The 
report that the Secretary of Education and the Director of the Bu-
reau presented to Congress on Friday analyzed about five million 
records of data starting from 2001 and going forward. 

We expected that the 2005 changes to the bankruptcy code would 
have led to lower prices and greater access; but immediately fol-
lowing the legislative change, we did not see a price decrease. We 
actually saw a price increase, and larger capital markets conditions 
we think largely explain volume and access to credit. 

So, the Director of the Bureau and the Secretary of Education 
asked Congress to take a second look, given that borrowers for pri-
vate student loans may not be able to easily restructure their am-
ortization schedule like in Federal loans. 

Senator CORKER. So, you have asked Congress to take, one of the 
first actions of the consumer bureau is to ask Congress to look at 
allowing students of private loans, not the public loans, but only 
the private loans, to file bankruptcy as a way of getting out from 
under the terms and conditions of those private loans, is that cor-
rect? 

Mr. CHOPRA. Yes, we have asked Congress to take a second look. 
We are happy to provide technical expertise. 

Senator CORKER. I understand what you are saying and I think 
we have read the report, and I just find it fascinating that one of 
the first things that you would do as a consumer protection agency 
is get us to consider letting students, again only on the 7 percent 
private loans, not the 93 percent public loans, to be able to file 
bankruptcy which is one of the most damaging things that a con-
sumer can possibly do. 

I just would like for people to take note of that, and I think you 
understand that on the private side they do not have the flexibili-
ties that you do on the public side, because on the private side, the 
prudential lenders will not allow them to do many of the things 
that happen on the public side. 

You are aware that, are you? 
Mr. CHOPRA. Yes. And, in fact, we have already been working 

closely with lenders to identify areas where certain prudential 
guidance, there can be win-win situations for both borrowers and 
lenders. Lenders have said they feel constrained by the guidance 
and we think there are opportunities for capital adequacy meas-
ures to be met while still allowing the marketplace to function. 

Senator CORKER. I think you can see now why so many of us 
thought that was a really terrible idea to have the consumer agen-
cy separate from the prudential lenders, because they have this 
problem where basically you are giving guidance on the one hand 
that is very contrary to what the safety and sound regulators are 
saying on the other. 

And, it is this exact conflict, as a matter of fact again it is fas-
cinating to me that in one of the very first things that would come 
out on a consumer agency, we see this conflict that on the private 
side the prudential regulators will not allow the private lenders to 
have the flexibility, give them the flexibilities to actually work 
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through these issues. And so therefore, they have contrary guid-
ance. 

And, I think it is pretty fascinating that we are having this hear-
ing. I think it is fascinating that you are not advocating that on 
the public side students be able to file bankruptcy. I think this is, 
speaks to possibly some of the political nature of the consumer 
agency that so many of us were concerned about in the beginning. 

Mr. CHOPRA. On the Federal loan side, there actually is a Chap-
ter 13-like option for borrowers, which avoids the damaging parts 
of going to court and hurting your credit history. 

So, a borrower who is unable to make their payments is able to 
elect the income-based repayment option which caps their pay-
ments as a percentage of their discretionary income. That is actu-
ally a great, low-cost model for borrowers that we think is a way 
to weather the unique circumstances of a student loan product, 
given labor market uncertainty. 

And, I would say that the relationship with the prudential regu-
lators has been extremely productive. We have actually been able 
to find opportunities where we are identifying ways to promote in-
novation and ways that the whole financial system can actually 
prosper. I think our work on private student loans with the other 
prudential regulators is going to be seen by lenders as one that is 
a win-win for the whole marketplace. 

Senator CORKER. I hope that is the case. I appreciate you very 
much being here. I look forward to hearing Sallie Mae’s testimony 
in just a moment. 

Senator BROWN. Senator Reed. 
Senator REED. Thank you very much. 
The first thing I want to do is to commend you for connecting the 

dots, let me say, for not just this huge debt overhang but the effect 
it will have on buying a house for the first time, of being an entre-
preneur and starting a business, of reserving money starting very 
early for retirement. 

This to me is one of the most daunting challenges that we have 
to face going forward. We could have a whole generation that just 
cannot get started until they are maybe in their mid-30s doing 
things that we assume could and would be done in your mid-20s. 
So, I think that is an important point. 

Second, just jurisdictionally, your responsibility is, given the na-
ture of the organization, is solely with respect to the private sector 
lenders, not the public domain, is that clear? 

Mr. CHOPRA. Yes. Our authority as the ombudsman and our rule-
making authority relates largely to private student loans, on the 
origination side. 

Senator REED. Right. But it is sufficient to say that a lot of the 
insights that you have drawn could be applied to the public sector. 

Mr. CHOPRA. Yes. As Senator Corker said, it is very important 
for us to look at this holistically. In a recently released report, the 
Treasury’s Office of Financial Research briefly discussed that stu-
dent debt burdens could significantly depress demand for mortgage 
credit and dampen consumption, both of which may be critical driv-
ers for the recovery. 
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Again, looking at it holistically, one of our first actions was work-
ing with the Department of Education to actually improve the fi-
nancial aid information and student loan information people find. 

We are asking schools, on a voluntary basis, to present a simple, 
one-page financial aid shopping sheet which gives them all of their 
loan options, as well as what their estimated payment might be 
after graduation. And, already so many schools across the country 
have embraced this. We are happy to enter this for the record. 

Senator REED. Thank you. One of the major issues, of course, is 
the escalating cost of college education; and even though you focus 
in on the private lending sector, you have looked at both public and 
private institutions. 

There is acceleration in cost in private universities too I pre-
sume, correct? 

Mr. CHOPRA. Yes. There have been cost increases and increased 
debt burdens across institutional sectors. 

Senator REED. And they are not responsible for public programs 
like Medicaid or anything else. What is driving the private institu-
tions to increase their tuition so dramatically? 

Mr. CHOPRA. I am the wrong person to answer questions about 
the specific economics of college costs. We are a bit more focused 
on the financing. But generally speaking, we have seen over a pe-
riod of many, many years escalating costs of college across sectors 
in excess of inflation. 

And, particularly we have seen debt burdens be very high in that 
for-profit college sector where utilization of private loans was par-
ticularly high. 

Senator REED. That goes to just a quick technical question. I 
asked this because I do not know the answer. Are there prepay-
ment penalties included in the language of some of these private 
loans? 

Mr. CHOPRA. The Truth-in-Lending Act actually bans repayment 
penalties for private student loans that one would anticipate would 
help facilitate a rather robust refinancing market since borrowers 
would not be penalized for trading one note for a less expensive 
note, but that has not bared fruit. 

Senator REED. Thank you. That is a very helpful clarification. 
And then, the other issue, I think, or among several that I have 

but let me pose this one. 
Is there a correlation between the school and the number of pri-

vate loans? I mean, one of the things that you have suggested, you 
have now a format where everyone can sort of check it out. Are es-
sentially some schools steering students to these private loans and 
is there any kind of relationship between the school and the private 
lender? 

Mr. CHOPRA. In 2007 at the State level, State attorneys general 
identified certain unsavory relationships between schools and pri-
vate lenders. But the 2008 Higher Education Opportunity Act has 
largely changed that and we see a much better relationship be-
tween schools and lenders. 

In fact, we believe that involving schools more in the process, by 
requiring certification of private student loans, would actually help 
schools better counsel their students on their full range of options. 
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The only marketplace that remains where there are arrange-
ments between private lenders and schools, which present some 
risk that is worthy of attention, is certain lending arrangements 
between the proprietary school sector that perhaps are driven to 
help with compliance with the Higher Education Act’s 90–10 re-
quirement. 

Senator REED. If I may, just a clarification again. You point out 
that there is a quasi bankruptcy remedy under public lending 
which is to go in and make it income-based repayment. That does 
not exist on the private lending side. 

And, the issue here is not, and again I am asking the question 
so correct me. The issue is not that someone cannot file bank-
ruptcy. It is that they cannot discharge the loan in bankruptcy, is 
that the technical issue in private lending? 

Mr. CHOPRA. Correct. The private loans are treated differently 
compared to credit card debt and others. 

Senator REED. Because of Federal statutes? 
Mr. CHOPRA. Correct. The 2005 changes. But, private lenders 

have increasingly told us that they are looking for ways to offer 
more repayment flexibility, and we think that is a great oppor-
tunity, and again, we hope to engage with lenders and prudential 
regulators to find win-win solutions for capital adequacy, student 
loan borrowers and lenders themselves. 

Senator REED. Thank you very much. 
Thank you, Mr. Chairman. 
Senator BROWN. Senator Akaka. 
Senator AKAKA. Thank you very much, Mr. Chairman. 
Mr. Chopra, the testimony and report that you presented today 

suggests that these students have taken out too much debt through 
student loans because of predatory lending practices. You have also 
noted that students should consider taking out additional student 
loans in order to avoid excessive credit card debt. 

Can you please elaborate on the appropriate role of private stu-
dent loans? 

Mr. CHOPRA. Sure. The total debt market has reached over $1 
trillion, but it is very important to note that education-induced in-
debtedness is certainly far higher. 

Many families utilize home-equity lines of credit, credit cards, 
and other products to ensure that they can pay for the cost of col-
lege. 

Generally speaking, a student loan is going to be a safer way 
than, let us say, a credit card, which is going to have an immediate 
re-payment requirement that might be challenging for a full-time 
student. 

So, there is certainly a role for private credit in this market. But 
we do want people to make more optimal borrowing decisions over-
all. We think some of these steps to make the whole market more 
transparent, like with this shopping sheet, is a good first step. 

Senator AKAKA. Thank you for that. 
I understand that CFPB often hears from students who are 

struggling to repair their student loan through its Student Loan 
Complaint System. 

Private student loans were initially developed to support and 
supplement Federal student loans. Since the market contracted in 
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2008, there have been fewer lenders offering private student loans 
and those that are offering the products often require cosigners. 

My question to you is: How Is CFPB helping students who are 
unable to access reasonable student loans? 

Mr. CHOPRA. In the report that we submitted, the Director rec-
ommended that the role of the financial aid office in lending deci-
sions be substantially enhanced; and by having private student 
loans be certified, financial aid offices can be provided the oppor-
tunity to give the full range of financing options. 

Many times financial aid officers are able to use professional 
judgment to adjust loan amounts so that borrowers are able to 
meet their tuition obligations while still borrowing responsibly. You 
are right, that there are still ways to make sure that the private 
loan market can meet the demand at a fair price. 

Senator AKAKA. I must commend you on your remarks that 
CFPB has been working together with the Department of Edu-
cation. I wish that more departments and agencies would be work-
ing together on common goals as well. 

So, thank you so much for what you are doing, Mr. Chairman. 
Senator BROWN. Senator Hagan. 
Senator HAGAN. Thank you, Mr. Chairman. 
And, Mr. Chopra, thank you for being here today and for what 

you do. 
On the report that CFPB recently released on the issue of the in-

stitutional loans made directly by the for-profit schools to the stu-
dents, it is advertised as a way for students to fill the gap in their 
tuition after they have exhausted Federal loans or Pell Grant 
money. 

And then I think part of what I heard you say in answer to an 
earlier question had to do with the 90–10 rule also which we might 
ask you to elaborate on. 

But, many of these institutional loans offered by some of the 
largest for-profit institutions have interest rates as high as 18 per-
cent. 

In addition to serving on this Committee, I serve on the Edu-
cation Committee, and the Department of Ed and the Health Com-
mittee have looked at a number of the different for-profit schools 
and one in particular has an interest-rate student loan that is 15 
percent but they also have a default rate of 80 percent. 

Another school has an interest-rate, and these were in 2009 and 
2010 these interest-rate numbers, at 18 percent with a default rate 
of 55 percent. 

So, it looks like the for-profits are offering the student loans with 
high interest rates and yet a low expected repayment rate which 
I think speaks directly, in some cases, to the aggressive recruiting 
nature of some of these schools that they are really not that con-
cerned because the default rate is so high as long as it means that 
that student is, in fact, enrolled and Federal dollars have been col-
lected. 

Does the CFPB have plans to study these types of loans further 
and are there any recommendations that you can offer that will ad-
dress the institutional loans made by the for-profit colleges and 
universities? 
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Mr. CHOPRA. In recent years, there has been financial reforms 
that have indicated a couple principles that might be worthwhile 
here to mention. 

One is skin in the game. The Dodd-Frank Act actually requires 
that lenders retain some interest even if they were to sell them 
into securitized pools of assets. 

Another is considering ability to repay. In the mortgage market, 
lenders will be required to consider whether a mortgage borrower 
can actually repay. 

Senator HAGAN. That is a good idea. 
Mr. CHOPRA. And in general, when an entity is able to come out 

ahead even when they expect upfront that the customer will likely 
fail, that may be a sign that competitive market forces are not real-
ly working and that incentives are distorted. 

I think the Bureau has significant expertise in the area of insti-
tutional lending and the role that 90–10 might play. So, we will 
continue to monitor that market closely and, as you have men-
tioned before, we have also looked in this sector at the recruitment 
of veterans and service members as it relates to compliance with 
90–10. 

My colleague Holly Petraeus has been quite outspoken about 
that and we look forward to continue working with other agencies 
to monitor this market. 

Senator HAGAN. Speaking of that, of the 90–10 rule, the GI Bill 
is not included in the 90 percent. So, in most of those cases, the 
Federal part, the Federal loan position assistance is much higher 
than the 90 percent. 

Mr. CHOPRA. What you are saying is correct. We are currently 
experiencing a rapid increase in the number of veterans returning 
from foreign conflicts who are enrolling in higher education. 

So, it is in the interest of all of us to ensure that they continue 
to be an economic engine as they were after World War II, but also 
that they do not unnecessarily take on high-cost credit when they 
have benefits that they have earned. 

Senator HAGAN. And especially when you look at the high ex-
pected default rate needs to be taken into consideration. 

Mr. CHOPRA. Yes. We closely monitor all aspects of how the mar-
ketplace works to ensure that the market is fully functioning and 
that there is compliance with consumer laws. 

Senator HAGAN. One of the recommendations made in the recent 
report states that Congress should require the institutions of high-
er ed to work proactively to protect and inform the private student 
loan borrowers. 

What would this look like? Would it be like Know-Before-You- 
Owe or should it be solely the responsibility of the school to protect 
and inform the borrower? Or should the lenders take some respon-
sibility in ensuring that their borrowers have the clear, concise, 
and accurate information regarding their student loans? 

Mr. CHOPRA. Everyone has responsibility and borrowers certainly 
need to take responsibility for the commitments they take on, and 
they need clear information. 

But the point about financial aid offices is an important one. 
Currently, most lenders are requiring loans to be certified by the 
school; to simply verify that the student is actually enrolled, and 



14 

that they have not already over borrowed. This is a very common 
sense underwriting principle that was certainly not well observed 
in the years prior to the financial crisis, where capital market con-
ditions created the incentives for originators to make substantial 
fees without really needing the borrower to have the ability to 
repay. 

Senator HAGAN. Thank you. 
Senator BROWN. Thank you, Senator Hagan. 
Senator Menendez. 
Senator MENENDEZ. Thank you, Mr. Chairman. 
Mr. Chopra, how are you? 
Mr. CHOPRA. Good. How are you, sir? 
Senator MENENDEZ. Very well. 
Let me ask you. I heard your response to a question with ref-

erence to borrowers who feel trapped in their present interest rate 
and are not able to refinance, in essence, at a lower rate. And, I 
think your answer to the question as a barrier is that there was 
not enough competition, is that correct? 

Mr. CHOPRA. There might also be issues in the servicing infra-
structure where borrowers may not know that they are able to 
make certain changes to their loans. I think it is market conditions 
as well as financial education and the servicing infrastructure. 

Senator MENENDEZ. Does the Bureau have any ideas or sugges-
tions as to either how we create greater market competition or 
greater inflows of information for individuals so that they can exer-
cise their rights? 

Mr. CHOPRA. Sure. We have a strong role to play in educating 
borrowers about what their options are when they may not be able 
to make their payments; and we have already released a number 
of Web tools and other products so that students know how to man-
age their debt better. 

But, one thing we do hear is that even if they want to refinance, 
there simply is not that much opportunity for them. It is something 
that many mortgage borrowers think about when they want to refi-
nance but the current market conditions often constrained them 
and the processes to do so can be paralytic. 

Senator MENENDEZ. Well, as someone who has been a strong ad-
vocate in a different context of being able to allow mortgage bor-
rowers to refinance at historically lower levels, it seems to me that 
we should find the wherewithal to be able to achieve this, have re-
sponsible, continue to have people be responsible borrowers, be able 
to relieve some of their debt load at the end of the day. 

So, we would love to, maybe, pursue that a little bit more with 
you as well as how do we stimulate creating competition so that, 
in fact, that the marketplace itself would find itself more robustly 
engage in which rates would fall. 

How about the part of your report that noted that about 40 per-
cent of private student loan borrowers had not exhausted their 
Federal student loan limits? 

And, in that respect, obviously before you go and borrow in the 
private sector would it not be more desirable to maximize that 
which is available to you under Federal student loan limits because 
those are at lower rates than generally in the private marketplace? 
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Mr. CHOPRA. Yes, and in fact, if you count people who do not 
even apply for Federal loans, that number goes north of 50 percent 
I believe. 

One of the key issues, which we put forth in the report, is involv-
ing the financial aid office more in the process and giving much 
clearer information. 

There has been an abundance of fine print in quite small font 
that had invaded so many of our credit card agreements, mortgage 
agreements, and all other things. 

And, there is a lot of work that we try and do to simplify disclo-
sures. We find that this actually is lower cost for smaller financial 
institutions to provide, and much more clear, to borrowers. You 
should not need an attorney and a magnifying glass to understand 
your obligations at age 18. 

Senator MENENDEZ. So, the question is: Is there a way to en-
hance, I mean you mentioned some of the Web sites, are there 
other opportunities in which we can get, you know, financial aid 
departments to be more robustly engaged in saying here is the abil-
ity, if you qualify. Before you consider taking a private sector loan 
that will be more costly, you should consider the Federal loan lim-
its. 

Mr. CHOPRA. Yes. In fact, most lenders will strongly agree that 
Federal loans should be looked at first and many of them commu-
nicate that to their borrowers. 

So, giving financial aid officers the opportunity to actually coun-
sel the student before the consummation of a private student loan 
would help. We have heard broad support from lenders, schools, 
and consumer groups for this. 

Senator MENENDEZ. Finally, I listened to my distinguished friend 
and colleague, Senator Corker, express his concerns about the 
interface between the Bureau and prudential regulators. And, I 
just wonder. In the process of doing this work, did you find that 
prudential regulators were doing the type of consumer information 
and advocacy that the Bureau has been doing in this particular re-
gard? 

Mr. CHOPRA. We have a very explicit mission on financial edu-
cation and also to assist borrowers with the completion of financial 
aid applications. Their primary role is, of course, to ensure the cap-
ital adequacy of the financial system and they do work with us on 
financial education work; but we have placed a major emphasis on 
that because we believe it can ensure a more robust marketplace 
across all consumer financial products. 

Senator MENENDEZ. Thank you very much. 
Thank you, Mr. Chairman. 
Senator BROWN. Thank you, Senator Menendez. 
Senator Corker, has one more question and then we will move 

to the second panel. 
Thank you, Mr. Chopra. 
Senator CORKER. First of all, you are obviously a very intelligent 

person. It sounds like you have done a lot of good work and I want 
to thank you for that. 

I, you know, meet with students who are 27-, 28-years-old or peo-
ple who used to be students and have huge amounts of debt, and 
you look at the amount of money they are making and you just 
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wonder when they ever are going to have a real life because they 
are working two and three jobs to pay these loans off. 

My frustration really is the hypocrisy around all of this. On the 
one hand, we hear, you know, especially during an election cycle, 
talk about student lending and student loans and I assure you my 
heart goes out to students who have huge amounts of loans that 
may never be repaid or may take 20 years. And yet, we advocate 
policies here that drive up tuition rates. 

On the private lender side, as Senator Menendez was just refer-
ring to, they are seeking flexibility but the prudential regulators 
are hesitant to give them the flexibilities that you have on the pub-
lic side. 

So, you know, there is the hypocrisy that goes with this whole 
testimony today, not you, but the difference between the consumer 
agencies and the prudential. And then, we pass a law that says 
that student rates are going to be at 3.4 percent, just pull it out 
of the air. 

So, those loans are to all comers regardless of any kind of credit 
status, all comers, no collateral, no payments made for 4 years. 

Is there anyway you, as an intelligent person, could possibly 
imagine that the Federal Government is going to come out on loans 
like that and are we not again demonstrating tremendous hypoc-
risy in that what we are really doing is piling up debt down the 
road that these same students are going to have to pay off? 

Is there any way that when an agency is taking all comers, there 
is no collateral being put out, no underwriting taking place, and no 
payments being made the entire time they are in college, is there 
any way the Federal Government could possibly come out to the 
good on 3.4 percent loans? 

Mr. CHOPRA. The rates set by Congress are a bit outside our ju-
risdiction, but I will say that the global competitive market is very, 
very fierce. 

And, across all indicators, having a highly skilled workforce, has 
very real economic growth potential and investing in a way that is 
strategic such that people who may not have means can access edu-
cation, there is significant upside to that. 

Now, it is hard to underwrite that type of loan. In many cases, 
you cannot anticipate whether someone is going to be able to repay 
5 years in advance. What if they entered in 2005, then the entire 
global capital markets collapse? 

It is a difficult problem, but ensuring that the workforce is built 
with skills is something that needs to be a priority as well. We 
have to balance all of these and it is a careful one and we look for-
ward to working with the Senate. 

Senator CORKER. I think your answer is ‘‘no’’ financially but 
there are other benefits. 

Mr. CHOPRA. No. It is an ‘‘I do not know.’’ 
Senator CORKER. Yeah. Thank you. 
Senator BROWN. Thank you, Mr. Chopra, very much. 
I will call the second panel forward. 
I think Senator Corker, there is plenty of hypocrisy to go around 

when I see what State governments have done when we were in 
college and schools like Ohio State were considered State univer-
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sities and now we consider them State-supported or even State as-
sisted. 

We can blame it on Medicaid or we can talk about tax structure 
and a whole bunch of other issues. But that can come later. 

I will introduce the three members of the panel as they are be-
ginning to be seated. 

Deanne Loonin is Staff Attorney with the National Consumer 
Law Center and the Director of NCLC, Student Loan Borrowers 
Assistance Project where she provides direct representation to low- 
income student loan borrowers. 

In her role, Ms. Loonin also assists attorneys representing low- 
income consumers and teaches consumer law to legal services, pri-
vate consumer attorneys, and other advocates. 

Ms. Loonin received her B.A. from Harvard, Radcliffe College, 
and her J.D. from the University of California at Berkeley. 

Jennifer Mishory is a founding member and Deputy Director of 
Young Invincibles, a nonprofit, nonpartisan organization that rep-
resents the interest of 18- to 34-year-olds. 

As Deputy Director, Ms. Mishory directs policy research, commu-
nication, and outreach staff for the organization. She served as a 
consumer advocacy representative to the Department of Edu-
cation’s 2012 negotiated rulemaking on student loans. 

Ms. Mishory holds a B.A. from UCLA and a J.D. from George-
town. 

Jack Remondi is President and Chief Operating Officer of Sallie 
Mae. In this role, he is responsible for the company’s loan servicing 
information technology, credit and underwriting, and marketing 
and communications divisions. 

Prior to his current position, Mr. Remondi served as Vice Chair 
and Chief Financial Officer where he helped Sallie Mae navigate 
the financial challenges posed by the economic crisis. 

He received his Bachelor of Arts degree in economics from Con-
necticut College. 

Ms. Loonin, if you will begin. 
Thank you to all three of you for joining us and for your public 

service. 

STATEMENT OF DEANNE LOONIN, ATTORNEY AND DIRECTOR 
OF STUDENT LOAN BORROWER ASSISTANCE PROJECT, NA-
TIONAL CONSUMER LAW CENTER 

Ms. LOONIN. Thank you, Senator, and thanks to all of you for in-
viting me to testify today. 

Again, my name is Deanne Loonin and I am here on behalf of 
the low-income clients that we represent and work with. 

It is important just from the outset that when we talk about the 
students who we work with, they are not just young people going 
to traditional colleges. It is a very important population but actu-
ally the face of higher education is much more diverse these days. 

And, we have clients who are what are really called sort of non-
traditional students, meaning that they are older when they go 
back to school. In many cases, they have their own dependents. 
They are actually independent themselves and do not have parents 
or families to fall back on. 
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So, we actually have clients who are still suffering under the bur-
den of student loan debt throughout their lives having taken out 
the loans later in life or in some cases parents having cosigned for 
their children. 

Most of our clients have Federal student loans. But what we saw 
happen up to the credit crisis was that we were seeing a lot more 
of our low-income borrowers with private student loans. 

And, the market really that was sort of taking place prior to the 
credit crash essentially was the kind of subprime predatory market 
that, unfortunately, we saw in other credit markets as well. 

We wrote a report in 2008 where we went through some of the 
parallels to the mortgage market and I will not repeat all of those 
here but the main point was that a lot of the loans that were made 
at that time were, unfortunately, really destined to fail and they 
did fail. 

There were very high right-off rates and a lot of people who took 
out loans, they were never going to be able to pay back. I saw loans 
at that time for my clients with interest rates of upwards of 20 per-
cent, 25 percent, and these were variable rate loans with very high 
origination fees as well. 

Some of the same sort of rationales for making those loans in the 
mortgage market we heard in the student loan market too that 
these would have benefits for low-income borrowers; and actually 
instead what we have was it was taking opportunity away from a 
lot of those borrowers, more sort of a reverse redlining situation in 
a push market. 

Fortunately, the market has changed. We do not see those third- 
party subprime loans for most of our clients anymore. There has 
been a correction because of the failure, really, of the market and 
that is why it is such an important time right now for policy-
makers. 

There are sort of two broad themes that I want to emphasize and 
there is more detail in my testimony about why this is such a crit-
ical time. 

The first theme is that the opportunity is now to shape the mar-
ket that is going to reemerge. There are more responsible lending 
practices going on now and we are all very heartened to see that, 
but we want to make sure that the same things that happened be-
fore do not happen again even if that means that it is a smaller 
private student loan market; that is better for a lot of our clients 
if it means that they are not going to be stuck with these predatory 
loans, with these unaffordable loans. 

The second theme that we spend a lot of detail on in our testi-
mony is that we need to figure out ways to provide relief for those 
who were harmed by the predatory practices of the past. 

The lenders, as we have seen and we will hear I am sure more 
from Sallie Mae today, have moved on for the most part but the 
borrowers have not been able to. Their futures are shattered in a 
lot of cases, these are my clients with both Federal and private 
loans but the difference that we find on the private loans side is 
that there is so little flexibility on the part of the lenders. 

We talk with the private lenders all the time. We try to negotiate 
modifications, income-based repayment, things like that; and gen-
erally, the relief that is available is very short-term relief. 
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Unfortunately, it is short-term relief but these are long-term 
structural problems. We understand that there are some barriers. 

Senator Corker mentioned, for example, that there are problems 
with the prudential regulators. That is what we hear. We do not 
know if that is really the problem that is preventing the lenders 
from offering broader relief; and if it is, then we want to hear more 
detail and find out ways to be flexible about those. 

In some ways, just like what is happening in the mortgage mar-
ket and also heeding some of the lessons that we have learned from 
the modification programs in the mortgage market that these have 
to be flexible, affordable modifications and also some principal re-
duction because that is going to make it less likely that the bor-
rowers will redefault. 

We also like to look at the possibility of cancellations in extreme 
situations like death and disability. Some lenders offer this at their 
discretion but the idea is to have a more standardized, transparent 
policy so borrowers can know what to expect in these extreme situ-
ations. 

Again, I have more detail in my testimony including policy pre-
scriptions, and I am happy to take questions at the end about 
those. 

Senator BROWN. Thank you very much, Ms. Loonin. 
Ms. Mishory, thank you for joining us. 

STATEMENT OF JENNIFER MISHORY, DEPUTY DIRECTOR, 
YOUNG INVINCIBLES 

Ms. MISHORY. Thank you. Chairman Brown, Ranking Member 
Corker, and other Members of the Subcommittee, thank you for 
having me here. My name is Jennifer Mishory and I am the Dep-
uty Director of Young Invincibles. 

Young Invincibles is a nonprofit, nonpartisan organization that 
seeks to represent the interests of 18- to 34-year-olds, making sure 
that our perspective is heard whenever decisions about our collec-
tive future are being made. 

This spring we released a report detailing the experiences of 
high-debt borrowers with private student loans. The report ana-
lyzed the subset of an online self-selected survey of about 13,000 
borrowers. 

Additionally, Young Invincibles just completed a 20-State, 40-city 
national bus tour, talking to young people from all walks of life. 
Our interactions with young people make it clear. Borrowers are 
struggling, students are confused; and as the private loan market 
reemerges, future students need more guidance and more protec-
tion. 

As has been detailed already, the private loan market has shifted 
significantly in the past 10 years. Looser, more predatory lending 
led to a significant increase in the pre-recession private market. 

After the credit market dried up, lending standards tightened 
and the market merged and consolidated. Recently, there have 
been signs that the private student loan market may again be on 
the rise. 

For example, Sallie Mae is expecting growth in new loans for the 
second consecutive year. Private lenders have also begun offering 
new fixed-rate loan options. As the student loan market expands 
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and evolves again, stakeholders must assist struggling borrowers 
and set up the next generation of college goers for a better financial 
future. 

Borrowers have encountered an array of difficulties amidst this 
marketplace. While students do have a responsibility to do their 
homework, the sheer complexity of student loan terms and the fact 
that many young students are making their first major financial 
decision necessitates that key institutions involved take aggressive 
steps to ensure that students are informed. 

Unfortunately, this does not happen enough right now. For ex-
ample, about two-thirds of private loan borrowers in our survey 
said that they did not understand the major differences between 
private and Federal loan options. 

This is problematic, given that Federal loans often have better 
rates, better repayment terms based on income, temporary relief 
when a borrower faces unemployment, and more standardized pay-
ment fee requirements. 

Current law requires disclosures regarding Federal options and 
about some private terms, but these are often too little and too 
late. At the same time, 80 percent of borrowers in the survey 
turned to their schools as trusted sources of information on these 
loans. Yet, those offices do not always have the right answers and 
they are not involved enough. 

Bus tour roundtable participants at the high school level also 
voiced similar problems. Career and college counseling in high 
schools are understaffed and often undertrained on these issues. 

We also hear frequently about significant problems after loans go 
into payment as borrowers attempt to navigate life crisis, customer 
service, repayment, and the loan terms. 

For example, Cassandra in Cleveland, Ohio, has about $90,000 
in private loans. When she was struggling, she said that Sallie Mae 
did not process your request to make interest-only payments and 
she was denied a deferment when her husband lost his job. 

Repayment terms are nearly impossible for inexperienced bor-
rowers to anticipate on the front-end or to fight while in repay-
ment. 

When another borrower, Bridget, went into the Peace Corps after 
graduation, she said that she was able to defer her Federal loans 
but not $46,000 in private loans. 

Her mother agreed to help make payments while she was gone. 
A few months before Bridget’s return in 2009, her grandfather 
passed away. The turn of events that ensued led to one missed pay-
ment and then one more. 

After that second missed payment, she was told that the loan 
was charged off and the full amount came due. She said that she 
was told that the only way to move it back into regular repayment 
would be to pay 60 percent of the balance up front. That is over 
$27,000. 

Currently, she says she pays $300 in monthly payments and that 
nothing has been put in writing. She does not get a bill. She is un-
able to check her balance online and she continues to receive bul-
lying calls from that bank. 
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After 3 years of these monthly payments, she told us that all five 
separate loans still show up as delinquent every single month. So, 
her credit score has predictably plummeted. 

She tells us that she has no hope of coming up with the lump 
sum required to rebuild her financial future as none of her monthly 
payments can count toward that lump sum. 

In the wake of the Great Recession and as millions of borrowers 
struggle to deal with unemployment, delinquencies, defaults, and 
high debt, and millions more attempt to navigate the post recession 
private loan market, we must act. 

We must rethink the way we treat private loans in bankruptcy. 
The Department of Education should use its email system and on-
line outreach to inform struggling borrowers about the new options 
in student loan complaints and send them up to the CFPB, which 
is a resource that we have sent many borrowers to already. 

We also must take aggressive action to protect future borrowers 
as they make their choices. Lenders should be required to obtain 
school certification of financial need before dispersing private stu-
dent loans. 

Marketing materials should include clear explanations of repay-
ment terms and be available earlier. We need to ease the applica-
tion process of proving independence from parents so that bor-
rowers receiving no help from their family can access a fuller set 
of Federal loans. And stakeholders must ensure that borrowers 
fully understand the difference between private and Federal 
loans—particularly with the new options on the table. 

For example, if a future teacher getting a master’s degree is re-
ceiving a competitive interest rate on a fixed-rate private loan, he 
or she will often be better served taking out a Federal loan due to 
other terms such as flexible repayment or the ability to defer dur-
ing times of unemployment. 

As the private loan market evolves and potentially reemerges, we 
must ensure that new borrowers are fully informed and have ac-
cess to fair-lending terms and current borrowers find some relief 
and help. 

Thank you very much. 
Senator BROWN. Thank you very much Ms. Mishory. 
Mr. Remondi, thank you for being with us. 

STATEMENT OF JACK REMONDI, PRESIDENT AND CHIEF 
OPERATING OFFICER, SALLIE MAE 

Mr. REMONDI. Good afternoon, Chairman Brown, Senator Corker, 
Members of the Subcommittee. 

My name is Jack Remondi. I am President and Chief Operating 
Officer of Sallie Mae and I thank you for the opportunity to testify 
today on the private education loan business. 

Private education loans help families fill the gap between their 
own resources, financial aid, grants, and the total cost of the col-
lege or university of their choice. 

They are not for everyone. They were never intended to replace 
Federal aid, and in fact, they were originally called supplemental 
loans indicating their stated purpose. 

In most cases, higher education is a family commitment which 
our private education loans are designed to support. Last year over 
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90 percent of our private education loans had a cosigner, typically 
the parent. 

Our loans provide important features and protections that ben-
efit the family, including extensive disclosure, interest rate and re-
payment options, embedded tuition insurance and death and dis-
ability loan forgiveness. 

But, the best protections inherent in any loan, including private 
education or Federal student loans is quality underwriting and 
thoughtful planning before one borrows. 

Our free Education Investment Planner helps families know be-
fore they go by assisting them with the following important steps 
for turning access into success: pick the right school, and most im-
portant, consider lower-cost options; create a financial plan that 
covers the entire cost of completing a college degree, not just one 
semester; make loan payments to keep borrowing costs down; and 
graduate. Student loans without a degree mean loan payments 
without the higher earnings to support them. 

During the application process, we disclose monthly and total 
payment information and present customers with a side-by-side 
choice of interest rate and payment options available to them. 

Customers receive multiple disclosures that quantify expected 
monthly payments and finance charges; highlight the availability of 
Federal loan programs; encourage the applicant to shop for lower- 
cost options; and outline the right to cancel the loan. 

After disbursement, our customers receive monthly statements 
that detail their loan balance and accruing interest. Customers who 
elect to defer payments while in school are reminded of the positive 
impact that in-school payments would have on the total loan costs. 

The most recent findings of our How America Pays for College 
study shows how effective these disclosures and reminders are. Of 
private education loans borrowers, 98 percent filled out a FAFSA, 
the first step for taking out a Federal student loan. 

Among all education loan borrowers surveyed, just 3 percent bor-
rowed only private loans. Two-thirds of our customers are making 
payments while the student is in school—allowing them to save 
thousands of dollars in interest charges over the life of the loan. 

Sallie Mae has pioneered new products and procedures designed 
to help families make informed decisions. For example, we advo-
cate school certification as an important safeguard. We will not dis-
perse a loan until the school certifies it. 

Until recently, nearly all borrowers deferred loan payments while 
in school. In 2009, Sallie Mae became the first lender to encourage 
school payments because they save the borrower thousands of dol-
lars in interest charges over the life of the loan. Our in-school cus-
tomers who opt for either interest payments or a fixed payment of 
$25 a month can save an estimated 30 to 50 percent in total inter-
est costs. 

The results are encouraging even in these tough times. The sto-
ries we heard today are certainly important to hear, but they are 
not the norm. Ninety percent of our loans in repayment are cur-
rent, and the charge-off rates have dropped from a high of 6 per-
cent to under 3 percent this year. 

Still, we recognize that the recession has posed real and signifi-
cant challenges for many Americans including some of our cus-
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tomers—and because our success depends on our customers’ suc-
cess—we actively assist borrowers experiencing difficulty by under-
standing their individual circumstances. 

To customers who need help, we offer a mix of repayment prod-
ucts and counseling and collection programs that give them the 
best opportunity to manage their debt obligations. These options 
include reduced monthly payments, interest only payments, ex-
tended repayment terms, temporary interest rate reductions, and if 
appropriate, forbearance—all scaled to the customer’s individual 
circumstances and ability. 

Since 2009, we have modified $1.1 billion in private education 
loans to help our customers. Nonetheless, loan modifications and 
other efforts are sometimes insufficient. For this reason, Sallie Mae 
supports bankruptcy reform that would require a period of good- 
faith payments, is prospective so as to not rewrite existing con-
tracts with customers, and that applies to Federal and non-Federal 
education loans alike. 

We would also be interested in increasing the options available 
to defaulted borrowers, specifically the Federal rehabilitation pro-
gram allows defaulted borrowers to cure their default and rebuild 
their credit. If a customer makes the required payments, his loan 
is rehabilitated and the default is removed from their credit his-
tory. For all other consumer loans, however, the Fair Credit Re-
porting Act does not allow for a second chance; and so, there is no 
provision to rehabilitate private student loans. For some time, we 
have been discussing the promise of providing this option to private 
education loan borrowers. We would certainly recommend that 
Congress consider it. 

In sum, market forces and legislative changes, some of which 
were developed here in this Committee, have combined to make 
private education lending better understood by students and fami-
lies, better underwritten, and more targeted to provide the needed 
financing that can help American families achieve their education 
dreams and create the opportunity for a brighter future. 

Thank you. I would be pleased to answer any questions. 
Senator BROWN. I want to interrupt this meeting just for a mo-

ment. On the Senate floor and the House floor and by the gate of 
the Capitol Senator McConnell and Senator Reid are marking the 
14th anniversary of the murder of the two Capitol police officers. 

On July 24 at 3:40, Officer Jacob Chestnut and Detective John 
Gibson were shot in the line of duty, and if I could ask a moment 
of silence from the room. 

[Pause.] 
Senator BROWN. Thank you all. 
Thanks to all three of you for your testimony. I want to start 

with Ms. Loonin. You made a rather telling statement. Predators 
have moved on, borrowers can not. 

Mr. Chopra’s beginning comments on the first panel spoke about 
the difficulty of refinancing. It is partly the students, potential stu-
dent, the borrowers know enough about those refinancing opportu-
nities and it is also the paucity of refinancing opportunities, if you 
will. 

Do you see what types of relief or refinancing opportunities are 
currently available to private student loan borrowers? 
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And I would like Ms. Loonin’s answer but also the other two of 
you if you would briefly comment on sort of your insight there and 
at the same time as you answer this, elaborate on any sort of bar-
riers or Federal rules that may impede the lender’s ability to pro-
vide those relief options to those borrowers. 

Ms. LOONIN. Thank you, Senator. Right now what we have been 
able to see mostly working with our clients is that there are very 
few private loan refinancing options even available. 

A lot of our clients have lower credit scores and so it may be be-
cause of that but we also hear from borrowers through our Web 
site and others who are looking, who are prime borrowers really 
and are having the same problems. So, I would say there are very 
few products and opportunities out there. 

As far as barriers, just one point that I wanted to make espe-
cially since the issue of the regulators has come up numerous 
times. I think it is very telling, as Mr. Remondi mentioned, the 
number of options that Sallie Mae, for example, is offering. 

So, clearly it is possible to offer some of these options and I 
would like to hear more if they are hearing from regulators that 
they can offer some things just not too much. 

But one of the problems that we find is that there is this hap-
hazard nature to the options, that some of the lenders will, for ex-
ample, offer or say that they have programs where they will offer 
cancellations for death or disability, and sometimes we will call on 
behalf of our clients and they will say that they have them and 
sometimes we will call the same lender and they will say that they 
do not. 

So, in terms of barriers it is a little bit harder for us to know 
exactly what those problems are because we all want to work to-
gether to figure those out. 

Senator BROWN. Ms. Mishory, your comments. 
Ms. MISHORY. I would say similarly the borrowers that have 

come to us have increasingly expressed frustration at the inability 
to work with their lender to find better terms and have not found 
other options in the marketplace. 

Mr. Chopra earlier mentioned educating borrowers as well; if 
there are options, then we also need to make sure that students 
and borrowers know about those. 

And so, that is another issue as well. 
Senator BROWN. Mr. Remondi. 
Mr. REMONDI. I think, as Rohit Chopra described in his com-

ments, there are a couple of factors here. One is that these are 
principally, in Sallie Mae’s case, family education loans; and the 
price that we charge or set for the interest rate to the borrowers 
is based on the highest credit score of both the parents and the stu-
dent. So, to some extent, they are already gaining the benefit of the 
parental cosigning on that account based on the interest rate at the 
time. 

Second is that the loans are variable. Most refinancing options 
that we hear about are talking about fixed-rate loans made in a 
higher interest rate environment being refinanced into a lower in-
terest rate environment. 
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Very rarely do we see interest rates or loan products being refi-
nanced because the credit profile of the obligor has changed in such 
a dramatic way as to change the overall interest rate structure. 

And, I think because of those two reasons you see a very limited 
marketplace for private education loan consolidation or refinancing 
activities. 

Senator BROWN. What can we do about it? 
Mr. REMONDI. Well, as I said, I think in most cases those loans 

would be offered at the same terms and conditions that they are 
offered at today because they are based on the parents credit wor-
thiness and based on a variable interest rate. 

So, as interest rates have come down since 2008, all of the inter-
est rates on our student loans have been coming down with that 
fall in the short-term interest rate market. 

Senator BROWN. What steps do you take in your individual re-
sponsibilities or should we take in Congress to ensure students are 
aware of the differences between these loans and Federal loans, not 
just the initial interest rate but other kinds of terms of repayment 
and other problems that might arise during the repayment process? 

Ms. Loonin, why do you not start again? 
Ms. LOONIN. So, there are some changes in the Truth-in-Lending 

Act, as you know, so that the disclosures are more expansive than 
they have been in the past; and there were some very positive 
changes there. 

But, I think, we hope that Congress will take a look at the tim-
ing of some of the disclosures also as well so that borrowers get the 
terms of their actual loans earlier in the process not just a sample 
of what they may be getting because, as we know, the private loan 
products really vary quite a lot. 

The certification process that a number of people have alluded to 
here and Mr. Chopra talked about in his testimony as well, we 
think is another opportunity to make that a mandatory program. 
Some schools use that opportunity to counsel borrowers as well, 
and we think that that is an opportunity right then to give a lot 
of information before the student has actually signed on the dotted 
line. 

Senator BROWN. Ms. Mishory, your thoughts about that. 
Ms. MISHORY. I would also add in addition to the options that 

Ms. Loonin referenced, you know, on the bus tour we talked to a 
lot of high school juniors and seniors trying to figure out their next 
steps, and they were confused, and they did not have clear options 
on where to go. 

High school counselors often are not prepared to talk about dif-
ferences in loans and how students can finance their college edu-
cation. So, I think a lot needs to be done in college counseling of-
fices. We need to be teaching financial literacy skills even earlier 
so that families can really prepare their education. 

Senator BROWN. Mr. Remondi. 
Mr. REMONDI. Well, I think, as we heard in the CFPB report, 

there is more disclosure today on private education loans than 
there is on any other consumer lending product out there, period. 

And, we do provide all of this information to the borrowers as 
they are going through the application process. So, they get an in-
dicative rate and, once their credit is approved, they get their ac-
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tual rate and they see their monthly payment. They have a 30-day 
term to accept the offer without any changes that we would make 
and then they also have 30 days after the loan has been funded to 
cancel the loan. Each time in that process they are encouraged to 
consider lower-cost Federal loans and to shop for lower-cost op-
tions. 

So, I think, on the one hand, we are providing an awful lot of 
good disclosure today. I think to the other participants comments 
here, one of the pieces that could improve dramatically is helping 
students and families know where they go. Figure out what they 
can afford to spend on a college education, pick the right school 
(that matches the financial abilities of the family along with the 
prospective earnings they can gain from that career) and think 
about the full cost of education. 

The number one reason students default on student loans, and 
this is true whether it is Federal loans or private education loans, 
is the kid does not graduate from school. They have the debt bur-
den but they do not have the economic benefit of the education. 

If we can help families plan better through that process and be 
more prepared before they go, we would have a better educated 
consumer and I think better results in both the Federal program 
as well. 

Senator BROWN. Do you agree with Mr. Chopra’s statement that 
you should not need an attorney and a magnifying glass? 

Mr. REMONDI. He made that statement on all loans, not just stu-
dent loans; but in our disclosure statements, you are required to 
have a certain print font, size font on every disclosure statement, 
and we certainly meet or exceed all of those standards. 

He was referring, I think, to the credit card statement book that 
we get each, you know, when you get your new credit card that ev-
eryone throws away. 

Senator BROWN. Are you referring to the 25-year-old eye or 55- 
year-old eyes? 

[Laughter.] 
Mr. REMONDI. I have my glasses on. 
Senator BROWN. OK. Senator Corker. 
Thank you. 
Senator CORKER. Thank you all for your testimony. I do appre-

ciate that we have, you know, three folks of differing backgrounds 
that are trying to solve the problem, and again, I know all of us 
are concerned when we see people that are unable to make pay-
ments or paying for life for their education. 

Let me ask, Ms. Mishory, what are some of the predatory lending 
instances, if you will, that you are seeing out in the market place 
right now? 

Ms. MISHORY. Sure. I mean, as I think was discussed, fortunately 
a lot of those instances have improved over the last couple of years. 
We certainly saw from 2005 to 2007 a lot of direct to consumer 
marketing and a lot of students taking on burdens that they did 
not need to. 

So, I think that we have seen a lot of improvements. I would say 
that we still see marketing materials that are unclear to students. 
We need to make sure that marketing materials show terms and 
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they show those terms in a way that students who do not have the 
ability or experience with these products actually understand them. 

Senator CORKER. So, it is more an issue of just people under-
standing what they are getting into and maybe it being explained 
in clear language. It is not necessarily that people are out there 
purposefully trying to take advantage of students. 

Ms. MISHORY. I would say that again, as a lot of the panelists 
discussed, the market certainly has improved over the last couple 
of years, but that leaves us with the problem of folks who already 
have all of this debt that they took on. 

Senator CORKER. Right. 
Ms. MISHORY. And then also ensuring that going forward, as the 

market changes, we make sure that students know what they are 
getting. 

Senator CORKER. Mr. Remondi, of all the loans that you all 
make, I am sure there has to be data that shows that people who 
go to certain colleges are more likely to pay back their loans than 
others. 

Are you all able to look out across our country and see certain 
outliers where people go to a particular institution and they have 
more difficulty paying back their loans than others? 

Mr. REMONDI. Sure. We have over seven million borrowing cus-
tomers. So we have a wealth of data that really goes across both 
Federal student loan programs and the private educational loan 
marketplace and there absolutely are differences in repayments, 
success rates, and therefore, the flip side of that, default rates. 

Senator CORKER. Right. 
Mr. REMONDI. Depending on where. 
Senator CORKER. And, when people are making loans to students 

who attend these institutions, are they taking those kind of things 
into account? 

Mr. REMONDI. I think what happened over the last couple of 
years is that people were not aware of some of the changes that 
were coming, firstly the economic environment. More recently, I 
think lenders are trying to take into consideration the overall suc-
cess rate of students at a particular institution. 

We do not make private education loans to students at every 
school in the country. We have an approved school list that we use 
to determine whether or not the borrower is eligible to participate 
in our programs. 

Senator CORKER. On the Federal side, we are making loans to 
students at every institution regardless, is that correct? 

Mr. REMONDI. The Federal program also has a cutoff and it is 
based on the school’s cohort default rate or CDR, but that is a very 
high default rate standard. I believe it is 25 percent for a couple 
of years and it is only measuring the incidence of default in the 
first 2 years after repayment has begun. 

Senator CORKER. But obviously the private lenders have to take 
things like that into account because unlike us, we just cannot 
make up the numbers and go ahead and kick the can down the 
road to future generations, is that correct? 

Mr. REMONDI. No one else is writing us a check when the bor-
rower defaults. 
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Senator CORKER. So, let me ask you this question. Is there any 
way, is it possibly fathomable that an institution like the Federal 
Government can make loans at 3.4 percent to all comers, no collat-
eral, no credit checks, no payments made for years, and come out 
in a way that is net positive on the basis of the loan? 

Is that even within the realm of—and to any institution whether 
they actually have a lot of default rates or not or students attend-
ing those institutions, is that fathomable? 

Mr. REMONDI. No. 
Senator CORKER. It is not? 
Mr. REMONDI. No. 
Senator CORKER. So, I just want to say, and I know I have dem-

onstrated a little bit of an attitude here, that the tremendous hy-
pocrisy, the attitude is at us, it is at us, and that is that, you know, 
obviously, Ms. Loonin, great testimony and I appreciate your work 
in this regard and you were talking a little bit about how the pri-
vate sector side has certain constraints, sometimes the prudential 
regulators place them on. 

Maybe some of them are not as tight as some of them advocate 
as you mentioned earlier. But, on the private side, they actually 
have to survive to the next year. I mean they actually have to 
make it in a solvency way. 

On the public side, and in an election year, we can just make 
things up and you can decide that we want to try to get votes from 
students and young people by doing things that we know make us 
even more insolvent as a country but we can just do that. 

And so, can you understand why there might be differences be-
tween what the private sector is doing that has to actually exist 
into the future and the public side which we can just print money 
and borrow money from other people and do things that make us 
more insolvent during the time of elections? 

Can you understand why you would have sort of different types 
of lending arrangements taking place? 

Ms. LOONIN. I can understand but I should say that the loans 
that I saw during the heyday of the predatory lending were the 
worst products I have ever seen and I do not think there was any 
caution put into those when the private lenders were making those. 

They were lending to schools that they are talking about now 
with the bad outcomes. They were lending to students of those 
schools back then at rates that I have never seen before also, and 
those were some of the loans that failed at the highest rates. 

So, we are talking about it now because the market has changed 
because of the crash. So, you are right about that but that is actu-
ally still a problem, frankly, in the private sector. 

Senator CORKER. And by the way, for any entity that is out there 
doing things like you just mentioned, we ought to do everything we 
can to put them out of business. I could not agree more. 

I am really just talking about really us, not you guys. I thank 
you for what you do. I just continue to be appalled at our ability 
to be a responsible. 

And, candidly, as I listen to Mr. Remondi, it sounds like that 
they are trying to be responsible. I do not know if you all would 
take any issue with some of the things that he just discussed re-
garding Sallie Mae’s policies. 
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Would you do that? 
Ms. LOONIN. I mean, I can say that I agree that they are trying 

to be responsible now and that I do have very good working rela-
tionships with their customer advocate office at Sallie Mae. I think 
very respectful relationships. 

But, unfortunately, for a lot of our clients, they are still not able 
to offer anything but I do think that a lot of the products that they 
have created going forward do show much more responsible lending 
practices. 

Senator CORKER. I thank you for your help as advocates in mak-
ing that happen. 

Just in closing, Mr. Remondi, on the institutions, I know there 
was an effort by the Administration to make it so and it might 
have been a good policy so that, you know, if a private entity had 
students that were attending and they were borrowing money that 
there had to be certain outcomes there or they could no longer par-
ticipate in certain governmental programs. 

It sounds like there may be a number of public institutions 
around the country that we may need to look at him that same 
way. 

Would you agree or disagree? 
Mr. REMONDI. Yes. I mean, there are good schools and there are 

bad schools that are for-profit and not-for-profit in educational out-
comes for their students. 

Senator CORKER. And I guess, as far as consumers go, equally 
bad outcomes for students if they borrow money in a responsible 
way from a responsible entity whether it is public or private and 
end up attending one of these schools that really is not equipping 
them to perform in the 21st century, there is a consumer issue they 
are also, is that correct? 

Mr. REMONDI. Yes. 
Senator CORKER. Do you know of a way that we might be a with 

that? 
Mr. REMONDI. Well, I think having information available to stu-

dents, information about the school’s graduation rates, information 
about the default rates of students who attend those schools is a 
good step in that direction. 

I would go back, though, to my earlier comment that says a lot 
of this is trying to address how to make a decision about the cur-
rent semester. I have the tuition bill on the kitchen table, what do 
I do? 

And I think more students and families need to think about the 
total cost. How am I going to get from first year of college through 
to graduation so that I actually get the economic benefit from the 
money we are investing? 

Senator CORKER. And for the people that you are dealing with, 
it is very important to you, as a lender, that they sit down at that 
kitchen table and try to think through the entire process through 
graduation because otherwise it is going to end up creating a loss 
for your institution, is that correct? 

Mr. REMONDI. That is correct and that is why we offer our Edu-
cation Investment Planner as a free Web site tool to customers and 
noncustomers alike. 
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Senator CORKER. Are we doing that with the Federal loan pro-
gram, to your knowledge? 

Mr. REMONDI. No, we are not. 
Senator CORKER. So, we have a lot of students that are bor-

rowing money from the Federal level and do not have this type of 
input at the Federal level, that do not have this kind of input on 
the front end and we, in essence, again us here, not you guys and 
not certainly any of the witnesses that are trying to overcome some 
of the predatory issues, we have a policy that may be, in fact, 
harming people throughout their lifetime, is that correct? 

Mr. REMONDI. We are certainly not making the information 
available to those customers and all of the disclosure examples that 
were provided today certainly do not exist in the Federal student 
loan program. 

Senator CORKER. Do you know why that would not be the case? 
Mr. REMONDI. It is exempt from the Truth-in-Lending law. 
Senator CORKER. Yeah. I think you can understand my frustra-

tion with the hypocrisy in this institution. 
Thank you. 
Senator BROWN. I guess I share Senator Corker’s views about hy-

pocrisy but I look at many of these for-profit schools that the ad-
ministration is trying to write some rules for and getting resistance 
from so many on that when we should know more about the stu-
dent that you suggest, Mr. Remondi, that is coming for a student 
loan should know more about, as they look at the whole picture of 
education, what are the graduation rates of this school, a for-profit 
or not-for-profit, a 2-year or 4-year, public or private should let 
them know what placement rates, what kinds of placement coun-
selors and job placement offices they have at these for-profit or not- 
for-profit schools and what the rate of getting a job are, what the 
rates of job placement are. 

So, I think all of that should be in this picture so there is plenty 
to go around. Senator Akaka. 

Senator AKAKA. Thank you very much, Mr. Chairman. I want to 
tell the panel that I really appreciate your presence and the shar-
ing of your experiences in the student loan programs. 

We have heard from you today you information that included 
that expanding the role of colleges and universities in working with 
private lenders. However, since 2008, average tuition at private 
not-for-profit schools has gone up almost 10 percent and tuition at 
public 4-year schools has gone up 15 percent. 

These increases are surely leading students to look for and take 
out additional loans. Schools both determine tuition and help stu-
dents find ways to pay their tuition. 

I would like to hear from the panel what can be done to ensure 
that schools continue to provide advice with the best interest of 
their students in mind and do you see a need for a mutual third 
party to offer advice to students? 

Ms. Loonin. 
Ms. LOONIN. Thank you. The cost of college clearly has, as Mr. 

Chopra mentioned, gone up across all sectors and that is a huge 
problem; and unfortunately, there are a lot of students going to 
school who borrow more because obviously the cost is more and it 
is a complicated problem that is actually driving the costs. 
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I mean, one thing that I think is important to look at is account-
ability, something that Senator Corker was just talking about, ac-
countability across all sectors of higher education for outcomes, for 
completion, for job placement, because the ability to repay the 
loans frankly even at some of the higher cost institutions is very 
much dependent on what the outcome is on the education. 

If you succeed, and particularly in the Federal programs where 
there is a lot of flexibility and a lot of options, most likely it is 
going to be a situation where the borrower is going to come out 
ahead and, you know, it is good for the economy and all of that as 
well. 

As far as having a neutral third-party advisor, I am not sure at 
what point of the process that you are talking about specifically. 

I think it is always important for borrowers to get neutral advice. 
I think that the schools themselves sometimes do have conflicts of 
interest where they want the student to come to the school. They 
are selling their product in a lot of ways and it may be difficult in 
some schools to be able to give neutral advice. 

On the other hand, a lot of financial aid officers do a very good 
job now of providing that kind of advice. 

Something that Ms. Mishory mentioned is to get that kind of in-
formation out to people before they get into the school doors, and 
that could be in the schools with counselors and that should be as 
neutral and objective as possible. 

Senator AKAKA. Ms. Mishory. 
Ms. MISHORY. Yes, I mean, I would absolutely agree the cost of 

college is a huge issue. We hear about it from all the students that 
we talk with. Families are really struggling to figure out how to 
pay for college; and the issue of student debt is simply related and 
the cost of college is what is impacting this debt. 

I do think there are larger issues that we need to address, like 
State investment in our public institutions. Public institutions are 
no longer supportable like they used to be. 

Someone from my mom’s generation paid a third of what I paid 
to go to a public institution. We need schools to be accountable for 
the money that they do receive and there are not that many ways 
in which we hold schools accountable like we should, and we need 
more information. 

We need kids to be able to go and look and say: 
OK, well, the school down the street has a lot of students default on loans 
and a 50 percent unemployment rate for the past two years’ graduating 
class. But, if I go across the city, kids 2 years out have an 80 percent em-
ployment rate. I am going to go to that school across the city. 

We do not have that information right now for students and they 
desperately need it. 

Senator AKAKA. Mr. Remondi. 
Mr. REMONDI. I would agree that the cost of college has risen 

dramatically. I think the sticker price though is sometimes a lot 
different than what the consumer pays and we have not seen debt 
burdens grow at a more rapid pace than tuition levels. 

So, the average student is graduating with about $26,000 worth 
of debt which is about 2 percent more per year over the last 10 
years. 
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I think one of the challenges they face is that the economy, com-
ing out of school today, it is very difficult for students to get a job 
either in their field or pay level that they were expecting maybe 
when they started, and that is creating some of the issues. 

But again, going back to this concept of know-before-you-go, if 
students understand the dynamics, how much it is going to cost to 
complete their education, what the graduation rate is at that 
school, what the default rate is, they can make better, more in-
formed decisions in that process. 

Senator AKAKA. Let me ask a final question here, Mr. Remondi. 
Has the recent scandal over LIBOR had any effect on how Sallie 
Mae sets lending rates and have you thought about the possibility 
of using a different measure for rate setting? 

Mr. REMONDI. Our interest rates are set using the LIBOR index. 
We have not seen any issues or problems with that. The allegations 
that have been made to date have said that LIBOR was set artifi-
cially low wage which, if that is true, would have been to the ben-
efit of the borrowers. 

Senator AKAKA. Thank you very much, Mr. Chairman. 
Senator BROWN. Thank you, Senator Akaka. 
Thank you each of you, Ms. Loonin, thank you, Ms. Mishory and 

Mr. Remondi thank you very much. 
If you have additional comments, you can submit them to the 

Committee within the next 7 days. Committee Members may also 
write questions to you, if you would get the answers to us prompt-
ly. So thank you very much for your testimony and your service. 

The Committee is adjourned. Thanks. 
[Whereupon, at 4:08 p.m., the Subcommittee was adjourned.] 
[Prepared statements, responses to written questions, and addi-

tional material supplied for the record follow:] 
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PREPARED STATEMENT OF ROHIT CHOPRA 

STUDENT LOAN OMBUDSMAN, CONSUMER FINANCIAL PROTECTION BUREAU 
JULY 24, 2012 

Chairman Brown, Ranking Member Corker, and Members of the Subcommittee, 
thank you for holding this hearing today on an issue that touches so many Amer-
ican students, families, and our economy. 

A few days ago marked the 1-year anniversary of the opening of the Consumer 
Financial Protection Bureau. In this year, the CFPB has taken important steps to 
improve the consumer financial marketplace. The mortgage market, in particular, 
was especially bruised and battered during the financial crisis. We hope that the 
CFPB’s measures to increase transparency and improve oversight will help restore 
confidence and heal this multi-trillion dollar market with broad impact for con-
sumers and the economy. 

But we have also placed a great deal of attention on a growing market deeply con-
nected to the American Dream—the student loan market. To prosper in today’s glob-
al economy, our workforce needs skills to innovate in a highly competitive environ-
ment. For millions of Americans, student loans have opened doors to a college de-
gree-offering new opportunities to create a better life. But the rapid growth of stu-
dent debt raises concerns that warrant significant attention of policymakers and 
regulators. 

With outstanding student loan debt reaching the $1 trillion mark late last year,1 
our economy has not just crossed a psychological threshold. Student loans are now 
the largest form of unsecured household debt, and the CFPB will play an active role 
in contributing to a properly functioning student loan marketplace. 

College is Still a Good Investment, But Not without Risk 
College is still a good investment, and higher education remains the surest path 

to a good career and job security. The unemployment rate for workers with college 
degrees is 4.1 percent, compared to 8.4 percent for those with just a high school di-
ploma.2 For younger workers, the unemployment rate for those with college degrees 
is 8.9 percent compared to over 13 percent for those with just a high school di-
ploma.3 

But there is another side to this story. Much attention has been paid to the grow-
ing ‘‘college wage premium’’—the difference between wages for those with a college 
degree versus those without. 

Over the past decade, wages for young college graduates have actually declined 
by 5.4 percent when adjusting for inflation.4 This growing ‘‘premium’’ is largely ex-
plained by declining wages for young people without a degree. Between 1990 and 
2010, wages for workers with only a high school diploma declined by 12 percent, 
when adjusted for inflation.5 Put another way, the growing gap is not due to a col-
lege degree becoming more valuable—it’s that the wages are of non-degree holders 
are falling.6 

But the cost of attendance at our Nation’s colleges and universities has not been 
falling. In the past decade, the cost of attendance at public schools increased 42 per-
cent, and prices at private not-for-profit schools increased 31 percent, when adjust-
ing for inflation.7 Tough economic times have led State governments to slash higher 
education budgets, exacerbating this trend. The cost of tuition and fees has risen 
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more than tenfold since 1979, vastly outpacing inflation, wage growth and 
healthcare costs.8 

Growing costs, declining real wages, and job market uncertainty have led to more 
debt and more risk. The consequences of this increased risk are real, as evidenced 
by troubling employment outcomes and student loan defaults, which are dispropor-
tionately felt in the for-profit college sector. While perhaps fewer in number than 
the struggles of American homeowners, the stories of distressed young college grad-
uates reveal the impact of the financial crisis and the significant work that lies 
ahead. 
Private Student Loans Carry More Risk 

While seemingly quite different, dysfunction in the student loan market bears 
some remarkable similarities to the mortgage market in the years leading up to the 
financial crisis. High-credit-quality conforming mortgages and Federal student loans 
originated in this time period were rather ordinary. 

But, of course, not all mortgages were so ordinary, and phrases like ‘‘no-doc’’ and 
‘‘Alt-A’’ were well-known in the subprime market. While student loans have been 
originated outside of the Federal loan programs for years, private student loans 
boomed in the years leading up to the crisis.9 From 2003 to 2007, the number of 
undergraduates who took out private student loans almost tripled.10 

Fueled by investor appetite for asset-backed securities, many private student 
lenders reduced their underwriting standards and marketed directly (and sometimes 
heavily) to students. Holders of these securities likely did not expect the levels of 
delinquency and default on these loans.11 Theoretically, the rating agencies who 
evaluated the securities would have served to police quality issues and align incen-
tives of investors and issuers. That alignment appears, in retrospect, to have been 
imprecise. 

Like the subprime mortgage industry, lax lending practices are far less common 
in the current environment. Most private student loans today are co-signed by cred-
itworthy borrowers and have significant disclosure requirements.12 But like the 
mortgage market, there are still cracks in the system that need mending. 

Private student loans often lack repayment flexibility 13 when young graduates 
face a difficult labor market—a marked contrast to the Federal student loan pro-
gram. In 2007, Congress and President Bush enacted the College Cost Reduction 
and Access Act, which recognized the need for student loan borrowers to have an 
option to service their debt as a portion of their income.14 The income-based repay-
ment program allows a student loan borrower to remain current on a loan, so long 
as they are paying a fixed percentage of discretionary income; but this is generally 
not a feature offered to private student loan borrowers. 

In addition, some for-profit colleges arrange institutional lending programs for 
students to borrow directly from the school or a school-affiliated entity. These com-
panies report that they anticipate high levels of default on these loan portfolios. 

Private student loan borrowers also experience significant challenges when at-
tempting to restructure their loan obligations, due to an unusual status in the Fed-
eral bankruptcy code and a nearly nonexistent refinance market. 

Compared to other forms of consumer debt, like credit cards, private student loan 
debt is more difficult to restructure. In the bankruptcy code, distressed private stu-
dent loan borrowers are put in the same category as those who cause injury when 
driving drunk, skip out on taxes, or avoid child support.15 

Even some of the most responsible borrowers—those who may be making signifi-
cant sacrifices to make payments on their private student loans—have sought help 
to better manage their debt burden. Despite a significant change in the interest rate 
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environment, we see that many borrowers feel stuck in high interest rates and high 
monthly payments, because they cannot easily refinance. 
Important Steps Forward in the CFPB’s First Year 

The CFPB has already begun to act to address concerns in this market. In March, 
we launched a student loan complaint system where borrowers can get help. Any 
consumer with a student loan can come to our Web site (consumerfinance.gov) or 
call our toll-free call center to get help. For borrowers with private student loans, 
we receive complaints directly from borrowers and, through our Web-based portal, 
connect borrowers with their lender or servicer and work to resolve their com-
plaints. 

In our monitoring of the student loan market, as well as through what we hear 
in complaints and other feedback from borrowers, we observe many issues similar 
to those experienced by consumers in the mortgage servicing industry. For example, 
borrowers have told us about problems in the crediting of payments and processing 
of paperwork, confusion when financial institutions buy and sell portfolios of loans, 
and difficulty getting clear guidance from student loan servicing personnel when fac-
ing financial hardship. 

Our complaint system has already helped many borrowers when faced with billing 
errors, lost paperwork, and other loan servicing issues. We will continue to monitor 
these servicing issues and plan to provide a report to Congress later this year.16 

We also worked closely with the Department of Education on a Know Before You 
Owe ‘‘financial aid shopping sheet’’ to help schools provide better information on stu-
dent loans and grants. And we’ve developed online tools, used by tens of thousands 
of consumers, on how to navigate their student loan repayment options, avoid de-
fault, and protect their credit history. We’ve also begun to supervise the Nation’s 
largest banks, where much of today’s private student loan origination takes place, 
for compliance with Federal consumer financial laws and to detect and assess risks 
to consumers. 

The CFPB hopes to continue and expand our work with other agencies that might 
play a critical role in addressing roadblocks to facilitating repayment flexibility and 
a robust refinancing market.17 

Congress can also play a role. Last week, CFPB Director Richard Cordray and 
Secretary of Education Arne Duncan presented a report to Congress on the private 
student loan market. Both Director Cordray and Secretary Duncan provided rec-
ommendations on potential improvements to the marketplace. They each asked Con-
gress to consider requiring school certification of loans, modifying the definition of 
a private student loan, and further investigating whether the 2005 change to the 
bankruptcy code met its intended goals.18 
Student Debt in the Broader Economic Puzzle 

Over the past year, the CFPB collected thousands of comments from individual 
student loan borrowers about their experiences with private student loans. A com-
mon theme in these stories was the impact of their debt on reaching economic mile-
stones. 

Compared to mortgages, student debt does not pose the same sort of systemic risk 
to the banking system. While policymakers are highly focused on conditions in the 
labor and capital markets, it would be imprudent to dismiss that growing student 
indebtedness can act as a drag on economic recovery. 

Consider a private student loan borrower with a high interest rate (which could 
creep even higher given today’s interest rates) on a large balance. Many borrowers 
are dutifully meeting these obligations. But without a robust refinancing market, 
they struggle to reduce their monthly payments, even though they might have built 
a solid credit history since their early days of college. Will these honest borrowers 
be precluded from reaching the economic milestones familiar to American life? And 
if so, what might be the broader consequences? 

Take the housing market: first-time homebuyers are typically an important source 
of demand and help facilitate move-up purchases from existing buyers. Census data 
reveals that 6 million Americans ages 25–34 lived with their parents in 2011, a 
sharp increase from just a few years ago.19 The 25–29 year old age cohort has expe-
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rienced significant reduction in homeownership rates since the financial crisis.20 
The National Association of Realtors estimates that people aged 25–34 made up 27 
percent of all home buyers in 2011, the lowest share in the past decade.21 

A recent Federal Reserve Study shows the share of individuals age 29–34 getting 
a first-time mortgage dropped significantly in the past decade.22 According to Chair-
man Ben Bernanke, ‘‘Lending to first-time homebuyers has dropped precipitously, 
even in parts of the country where unemployment rates and housing conditions are 
better than the national average.’’23 

It is not just the goal of homeownership that seems further out of reach. A recent 
report revealed that just 50 percent of workers under the age of 30 have enrolled 
in their employer’s 401(k) plan.24 Forty-three percent of young workers do not save 
enough to receive a full employer match,25 and are more likely to cash out their 
plans when changing jobs.26 The inability to afford making contributions to these 
employer plans can lead to significant reductions in future nest eggs, calling into 
question whether young, debt-burdened graduates will enjoy a retirement like pre-
vious generations of Americans. 

While there are certainly many factors that could explain these trends, we might 
find continued economic stress for young graduates due to high debt levels—even 
if the broader labor and capital markets improve significantly. 

Congress 27 and Federal agencies have taken steps to increase liquidity and the 
functioning of the credit markets in recent years, but the current conditions in the 
student loan market may have a long-term impact on the economic vitality of many 
student loan borrowers.28 Many student loan borrowers today—even those who are 
making large monthly payments on-time—are unable to secure adequate credit ac-
commodations to refinance or modify their debt burden, despite today’s historically 
low interest rate environment. 

Policy makers have paid significant attention to the refinancing and modification 
conditions in the mortgage market. But given the potential impact of student debt 
on the broader economy, the situation is rapidly demonstrating the need for atten-
tion to determine whether action is required. 

The CFPB will continue its work to make the private student loan marketplace 
work better for borrowers, schools, and honest lenders. We look forward to working 
with Congress and policymakers to address risks in the marketplace and identify 
ways to ensure that economic mobility is still within reach for those who borrowed 
to invest in an education. 
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PREPARED STATEMENT OF JACK REMONDI 

PRESIDENT AND CHIEF OPERATING OFFICER, SALLIE MAE 
JULY 24, 2012 

Good afternoon Chairman Brown, Senator Corker and Members of the Sub-
committee. My name is Jack Remondi. I am the President and Chief Operating Offi-
cer of Sallie Mae. I thank you for the opportunity to testify on the private education 
loan marketplace, which has witnessed a significant transformation in recent years. 
More than ever, a college degree provides a pathway to a lifetime of higher income 
and employment. Yet, with today’s cost, most families find they need to finance a 
portion of the total cost. Private education loans provide a small, but important, 
supplement for students and families that can help them access a higher education. 
In our 40 years, Sallie Mae has helped more than 31 million Americans achieve 
their college dream. As a result of our experience, Sallie Mae understands the im-
portance of education, and how it can drive positive economic change for individuals 
and families across the economic spectrum. We take seriously our role of providing 
responsible private education loans to those who rely on them when making the col-
lege investment. 

As the country’s leading saving-, planning- and paying-for-college company, with 
the mission of helping make higher education accessible and affordable for American 
families, Sallie Mae is grateful for this opportunity to share our perspective in this 
discussion. 
Overview 

The market for private education loans is a small, but important, source of fund-
ing that helps students and families responsibly fill the gap between their own in-
come and savings, financial aid, grants, Federal loans, and the total cost of their 
chosen college or university. Created decades ago, at a time when available aid was 
not enough to meet the full cost of education, private education loans were intro-
duced to support families in meeting remaining costs after other resources and were 
never intended to replace Federal aid. In fact, they were originally called ‘‘supple-
mental’’ loans, indicating their stated purpose. We recommend that the Committee 
consider today’s market in terms of size and providers, and its limited, but impor-
tant, supplemental role in financing higher education. 

In academic year 2007–08, students and families borrowed $23.2 billion in ‘‘non- 
Federal,’’ or private education loans, representing about 6 percent of all spending 
on higher education. With increases in Federal loan limits, more robust under-
writing standards and a very difficult economic environment, 3 years later, in aca-
demic year 2010–11, students and families borrowed less than $8 billion in non-Fed-
eral education loans, representing about 1 percent of total spending on higher edu-
cation.1 

Over the same period, however, the Federal loan program grew by 50 percent, 
from $69 billion to $104 billion.2 Today, Federal loan originations are 13 times that 
of private education loans. 

We believe that education loans are not meant to be the sole source of higher edu-
cation funding. In fact, we administer 529 college savings plans and interest-free 
tuition installment plans for millions of families. When those and other aid are not 
enough, families consider borrowing, and when they do, as with any loan, education 
loans should be taken out with care. Students and their families need to assess the 
total cost of education, not just the bill for the current semester, and be sure that 
what they borrow is what they can afford based on current and projected financial 
resources. 

As a means for achieving economic success in America, a higher education is more 
valuable than ever. Various studies have estimated that college graduates will earn, 
on average, between $650,000 and $1,000,000 more over the course of their careers 
than those with only high school diplomas.3 In addition to increased earnings poten-
tial, a higher education results in lower unemployment rates. National unemploy-
ment figures for June were at 8.2 percent; however, Americans with a bachelor’s de-
gree or higher had a jobless rate of just 4.1 percent. The benefits of employment 
extend to new college graduates, as well. The unemployment rate of new graduates 
is 9.8 percent compared to 20.6 percent for their same-age peers with no post-sec-
ondary education.4 
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Higher education is a major lifetime investment and helping college-bound stu-
dents and their families responsibly make this investment is Sallie Mae’s top pri-
ority. Experience has taught us that a one-size-fits-all approach does not work. That 
is why we have developed a suite of tools and products that help students and fami-
lies 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 will be their own best 
defense against over-borrowing if they keep these basic principles in mind: 

• Choose a school that is within financial reach. 
• Create a financial plan that goes beyond the first year and includes all the ex-

pected 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 doing whatever can be done to make loan payments 

while in school. 
• Make loan payments, even partial ones, if at all possible when out of school to 

keep balances from growing out of control. Deferring payment is the same as 
borrowing more—the loan balance grows every day. 

• Perhaps most important of all, 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 earn-
ings to support them. 

Sallie Mae has a long-standing practice of advising a ‘‘1–2–3 approach’’ to paying 
for college to empower families to make informed decisions. Specifically, we rec-
ommend 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. 
The Administration’s recent report on private education loans stated, ‘‘Students 

and their families would be better served by having access to all pertinent financial 
information concerning the college decision prior to deciding which college to enroll 
at and how much debt to incur.’’5 Sallie Mae couldn’t agree more. Although applying 
for financial aid is an annual exercise, we encourage families to plan for the multi- 
year commitment required to fund a college degree. In fact, we design our planning 
tools to assist families in determining how to meet the full costs of a college edu-
cation. A 1-year snapshot is simply not enough. 

Our free Education Investment Planner gives families the tools and information 
they need to become educated planners and savers. The free tool helps users ‘‘know 
what they will owe’’ over the entire course of completing their college degree, and 
assess before borrowing whether that amount will be manageable given their cur-
rent and expected future income. 

In most cases, higher education is a family commitment. Sallie Mae’s How Amer-
ica Pays for College research found that three out of four families believe parents 
and students should share the responsibility for paying for college. In practice, six 
out of 10 parents contribute, either through savings or borrowing, to fund their chil-
dren’s educations. Our private education loans are designed to support that shared 
responsibility and commitment. Last year, over 90 percent of our new private edu-
cation loans had a cosigner, usually a parent. 

At Sallie Mae, efforts to inform students and families about their loans begin at 
loan application and continue until the loan is paid in full. During the application 
process, students and their cosigners view monthly and total payment information 
customized to their borrowing amount and qualifying interest rate. Applicants are 
presented with a choice of interest rate structure, variable or fixed, and a choice of 
repayment options that include in-school payments of interest, nominal payments 
of $25 a month or deferred payments. 

Once approved, customers receive multiple disclosures with detailed loan informa-
tion. These communications clearly highlight the availability of Federal loan pro-
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grams, quantify expected monthly payments and finance charges, encourage the ap-
plicant to shop around, and outline the right to cancel the loan after disbursement. 

The education process continues after loan proceeds are disbursed. Our private 
education loan customers receive statements monthly that detail their loan balance 
and accruing interest. Customers who elected to defer payment while in school are 
reminded of the effect that making in-school payments would have on their total 
loan costs. This continuing education has been successful, and we are pleased that 
so many of our customers have benefited from this cost-saving practice. 

Sallie Mae’s private loan portfolio is strong, and our underwriting is sound. Even 
in these tough times, the vast majority of our customers are successfully making 
on-time payments. In fact, 90 percent of our loans in repayment are current. Our 
private loan delinquencies have steadily declined since the peak of the recession, 
and charge-offs have dropped from a high of 6 percent of loans in repayment to 3 
percent this year. 

Still, we recognize that the economic recession has posed real and significant chal-
lenges for some of our customers. Our success depends on our customers’ success, 
and therefore, we are committed to working with customers to help them navigate 
difficult financial circumstances and preserve their good credit standing. To assist 
borrowers with past due loans, we reach out to gain an understanding of the indi-
vidual circumstances they face. To customers who have exhausted traditional repay-
ment options and are demonstrating a reduced ability to pay, we offer a mix of re-
payment products, counseling and collection programs that give them the best op-
portunity to manage their debt obligations and succeed. These options include re-
duced monthly payments, interest-only payments, extended repayment schedules, 
and temporary interest rate reductions, all scaled to a customer’s individual cir-
cumstances and ability to make manageable payments. Since 2009, we have modi-
fied $1.1 billion in loans to help our customers manage their loans. 

Nonetheless, in some cases, loan modifications and other efforts are insufficient 
and bankruptcy may be the only path. Sallie Mae supports reasonable reform to 
bankruptcy laws that would allow borrowers to discharge their education loans— 
both private and Federal—after a good faith period of attempting to repay. Any re-
form must recognize that education loans have unique characteristics and benefits. 
They are unsecured credit extended to borrowers whose assets are initially limited, 
but can be expected to grow over a lifetime of greater earnings power attributable 
to the value provided by the education obtained through these loans. Consequently, 
given the lifelong nature of this ‘‘collateral,’’ Congress saw fit that neither private 
nor Federal loans be easily dischargeable in bankruptcy. This has been the case for 
Federal loans since the late 1970s. Private education loan rules, which had mixed 
treatment depending on the lender/guarantor, were standardized with the same pro-
tection in 2005. 

Recent graduates with sizable education loans and relatively few assets, a com-
mon combination in education lending, create a moral hazard that drove the cre-
ation of these bankruptcy protections. ‘‘Many Students Avoiding Payment of Loans 
by Filing for Bankruptcy’’ was a 1976 New York Times headline about this unique 
problem. As graduates become employed, increase their earnings and assets and rec-
ognize the value of establishing good credit, this hazard diminishes. Sallie Mae sup-
ports bankruptcy reform that would require a period of good faith payments, that 
is prospective so as not to rewrite existing contracts, and that applies to Federal 
and non-Federal education loans alike. 

Education loans are an important financial tool for responsible borrowers. They 
help provide access to a brighter future. Responsible lending standards, clear infor-
mation and consistent laws are good for borrowers and lenders alike. We take this 
point seriously. Sallie Mae is ever mindful that our success is tied directly to the 
financial success of our customers, and our products and practices reflect that re-
ality. 

Our loans provide important protections for the family, including tuition insur-
ance, and death and disability loan forgiveness. But the best protection inherent to 
any loan, including a private education loan, is the underwriting of the loan itself. 
Further, we all have a role to play in preventing over borrowing and working to as-
sure as many students graduate as possible. 

In the last 5 years, the private education loan marketplace has undergone signifi-
cant change. Driven by the credit market crisis and changes at the State and Fed-
eral levels—including changes developed by Congress—today’s smaller private edu-
cation loan marketplace provides extensive disclosures, adherence to new rules for 
financial aid offices, and tightened underwriting standards that better match loans 
with a family’s ability to repay. 

As you examine the private education loan marketplace, we hope Congress will 
recognize the comprehensive series of legislative and marketplace changes imple-
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6 Examples of these disclosures are available at www.SallieMae.com/primer. 

mented in recent years that strengthened consumer protections and witnessed prod-
uct innovations that have reduced costs for borrowers. 

It is a mistake to believe ‘‘private’’ or ‘‘non-Federal’’ is synonymous with ‘‘un-regu-
lated.’’ The private education loan marketplace is extensively regulated. The vast 
majority of private education loans are made through highly regulated traditional 
banking channels, to borrowers protected by numerous State and Federal consumer 
lending laws. As the Consumer Financial Protection Bureau and U.S. Department 
of Education noted in their report: 

Private Student Loan borrowers have significant protections under the 
Truth-in-Lending Act (TILA), the Equal Credit Opportunity Act (ECOA), 
the Fair Credit Reporting Act (FCRA), the Fair Debt Collection Practices 
Act (FDCPA), the Federal Trade Commission Act (FTCA), and the Con-
sumer Financial Protection Act. (p. 67) 

The Higher Education Opportunity Act of 2008 amended the Federal Truth-in- 
Lending Act to establish a series of extensive, modernized disclosures to provide pri-
vate education loan borrowers clear, consistent, and easy-to-compare information 
about private loans. Quoting again from the report: 

The new Truth in Lending Act (TILA) disclosures for Private Student Loans 
are unique to that product. No other installment loan is subject to quite so 
much disclosure. (p. 68) 

Also, the private education loan marketplace operates in accordance with impor-
tant common safeguards to private education loans that were developed by Congress 
and passed as part of the Higher Education Opportunity Act of 2008. The HEOA 
established borrower protections such as a guaranteed 30-day window to accept the 
loan without term changes and the right to cancel loans after approval; it limited 
certain practices, such as school co-branding; it regulated campus lender lists; and 
it required borrowers to self-certify their costs of education and to confirm they are 
aware of the availability of Federal loans before completing their private education 
loan applications. 

As a result of the Dodd-Frank Wall Street Reform and Consumer Protection Act, 
rulemaking authority under many of these laws and regulations has been trans-
ferred to the Consumer Financial Protection Bureau. We have been working with 
the CFPB, including participating in their recent study, to ensure that consumers 
have access to responsible education loan products that not only help provide access 
to higher education, but also are designed to help produce success. 

At Sallie Mae, our disclosures provide borrowers clear, consistent, and easy-to- 
compare information about private education loans.6 These disclosures inform bor-
rowers of the potential life-of-loan costs and provide multiple reminders to explore 
the availability of lower-cost options, including Federal loans. In the most recent 
findings of our How America Pays for College study, we found how effective these 
reminders are: 

• Of private education loan borrowers, 98 percent filled out the Free Application 
for Federal Student Aid form, or FAFSA, which is the first step toward taking 
out a Federal loan. 

• Last year, 25 percent of students borrowed Federal loans only, 9 percent used 
a mix of Federal and private loans, and 1 percent tapped private loans only. 

We believe that these significant results are directly related to the increased dis-
closures provided to consumers. In addition, Sallie Mae has pioneered new products 
and procedures designed to further help families make more informed, affordable 
choices. 

Today, most private education loans are certified by the school. Sallie Mae advo-
cates school certification as an important safeguard against over-borrowing; we will 
not disburse a private education loan until the school financial aid office certifies 
the need for and the amount of a loan. This is not because we are required to— 
we are not—but because it is an important check against over-borrowing. 

Until 3 years ago, nearly all borrowers deferred loan payments while in school. 
In 2009, Sallie Mae became the first national lender to encourage payments while 
in school. In addition, we designed shorter repayment periods based on loan 
amounts, which, combined with in-school payments, dramatically reduce finance 
charges. 

We encourage payments before graduation because it saves thousands of dollars 
over the life of the loan, and we reward customers who elect an in-school payment 
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option with lower interest rates. Our in-school customers who opt for either the in-
terest payment plan or the fixed $25 per month plan can save an estimated 30 to 
50 percent in total interest costs. 

In academic year 2011–12, when offered the choice of three repayment options, 
including no payments while in-school, 63 percent of Sallie Mae in-school customer 
families choose to lower their costs of borrowing by making payments. This com-
pares to just 5 percent of customers who made in-school payments before we intro-
duced the practice of encouraging them. 

One area where we are anxious to see some change is in the area of working with 
defaulted borrowers. For those who have defaulted on their Federal loans, the Fed-
eral rehabilitation program provides a powerful incentive to borrowers to return to 
regular repayment and rebuild their credit. Under this program, if a customer 
makes a specified number of timely payments, his loan is ‘‘rehabilitated’’ and, by 
law, the default must be removed from his credit history. The statute requires the 
lender to report this change to the credit history. For all other consumer credit, 
however, the Fair Credit Reporting Act does not allow such a ‘‘second chance.’’ 
There is no provision for lenders to rehabilitate defaulted private loans and then 
request the removal of a default that did, in fact, occur. For some time, we have 
identified the need for a similar rehabilitation solution. We believe it is appropriate 
for Congress to consider legislative changes that could provide this option to private 
education loan borrowers. 
Conclusion 

Higher education is an American priority, and how to pay for college is a family 
decision. Families will maximize the return on their investment when students 
graduate; thus, they should approach paying for college as they would any other se-
rious investment: by understanding the full cost and the expected return. 

Sallie Mae has long recommended that students and their families finance higher 
education from savings, scholarships, grants, Federal student loans, and, if nec-
essary, a responsible private education loan. 

Private education loans are a small but critical component of how families pay for 
college. Used by just 10 percent of families, private education loans help families 
cover the gap between other financial aid and their chosen school’s cost of attend-
ance. 

Legislative changes and market forces have combined to make private education 
lending better understood by families, better underwritten, and more targeted to 
provide the needed financing that can be the difference between achieving an aca-
demic goal and failing to do so. 

Sallie Mae is proud to have helped more than 31 million Americans achieve their 
dream of a higher education. We pledge to continue responsible lending practices 
and to work with policymakers where there are opportunities to make further im-
provements. 

Thank you. I would be pleased to answer any questions you may have. 
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RESPONSE TO WRITTEN QUESTIONS OF SENATOR REED FROM 
ROHIT CHOPRA 

Q.1. Are we seeing some signs of renewed growth in volume for pri-
vate student loans? What steps should we take now to prevent a 
return to the lax underwriting and predatory lending that we saw 
between 2001 and 2008? 
A.1. Since 2008, origination of private student loans has grown, but 
has not reached the level seen prior to the financial crisis. In the 
Report on Private Student Loans submitted by the Director of the 
Consumer Financial Protection Bureau (CFPB) and the Secretary 
of Education, CFPB Director Richard Cordray and Education Sec-
retary Arne Duncan each recommended that Congress consider re-
quiring all private student loans to be ‘‘certified’’ by the school’s fi-
nancial aid office. This step could help students to avoid overbor-
rowing and help to ensure that schools have the opportunity to 
counsel students about potentially lower-cost loan options before 
students take out private student loans. 
Q.2. Are you seeing patterns of complaints from borrowers? What 
are some of the more frequent complaints? How have they been re-
solved? 
A.2. Since launching our consumer response function for student 
loan complaints in March of this year, we’ve received over 2,500 
complaints from borrowers experiencing difficulties with their pri-
vate student loans. Prior to the establishment of the CFPB and the 
ombudsman function for private student loans, there was no single 
point of contact for consumers to file complaints about private stu-
dent loans. 

The most notable subset of these complaints involves borrowers 
seeking loan modifications due to difficulty securing adequate em-
ployment. A significant number of borrowers are experiencing gen-
eral servicing problems, ranging from billing disputes and lost pa-
perwork to difficulties obtaining alternative payment plans adver-
tised by lenders and servicers. 

We are pleased that many of these complaints have been favor-
ably resolved by lenders and servicers. Borrowers have been able 
to enroll in new payment plans and have received refunds for er-
rors by lenders and servicers. Pursuant to Section 1035 of the 
Dodd-Frank Act, we will provide a report to Congress later this 
year providing further details on the student loan complaints we 
have received. 
Q.3. In the private student loan report that the CFPB and the De-
partment of Education submitted to Congress last week, it was 
noted that in the wake of the student loan boom and bust there is 
more than $8 billion in defaulted private student loans. What steps 
can lenders take to assist borrowers who are in default on their 
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private student loans? Are there examples of lenders that have 
made significant efforts in this regard? 
A.3. Unlike many other consumer financial products, such as auto 
loans and mortgages, student loans are not secured by collateral 
and very difficult to restructure in bankruptcy. These attributes 
might reduce the incentive of lenders to employ typical loss mitiga-
tion interventions. It is also very difficult to restructure private 
student loans in bankruptcy proceedings, further diminishing lend-
ers’ incentives to offer loan modifications. 

To our knowledge, there have not been examples of successful 
large-scale efforts by lenders to modify private student loans in de-
fault. Generally speaking, defaulted loans are charged off and lend-
ers often take legal action or utilize third-party debt collectors to 
make recoveries. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR REED FROM 
DEANNE LOONIN 

Q.1. How much responsibility do institutions of higher education 
bear in the private student loan boom and bust described in the 
CFPB report? What should their responsibilities be going forward? 
A.1. There are many ways in which institutions of higher education 
bear some responsibility for the boom and bust cycle and the re-
sulting harm to student borrowers. The clearest example is the cost 
of higher education. There are many reasons why costs have sky-
rocketed and schools are not fully to blame, but they do share some 
of the blame and responsibility to help curb costs and therefore re-
duce student borrowing. 

In addition, particularly prior to the credit crisis, many schools 
engaged in practices that created conflicts of interest, including 
promoting certain lenders, marketing lender products at schools, 
and referring students to particular lenders. Schools bear the re-
sponsibility of ensuring that they are acting in the best interests 
of students, not lenders. 

Some schools bear direct responsibility for the boom and bust 
cycle due to irresponsible institutional lending practices. These 
practices are documented in detail in the CFPB report and in 
NCLC’s January 2011 report, ‘‘Piling It On.’’ 

Going forward, schools can help prevent harm to students by es-
tablishing effective counseling and loan certification programs. 
They can also provide transparent information about financial aid 
packages, clearly delineating grants vs. loans and Federal loans vs. 
private loans. 

Schools should work only with lenders that include FTC Holder 
notices in their loan agreements. In addition, schools that refer stu-
dents to particular lenders should provide as much information as 
possible to students about these products. Schools should inves-
tigate lender practices and take steps to work only with lenders 
that meet minimum standards and do not engage in deceptive and 
abusive practices. 
Q.2. The CFPB and the Department of Education recently made 
recommendations regarding improvements to private student loans 
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to Congress. What are your thoughts on these recommendations? 
What additional recommendations to Congress would you suggest? 
A.2. We support the recommendations in the July 2012 CFPB re-
port. However, we believe even stronger action is needed. Our addi-
tional points below focus on recommendations to Congress: 

a. Bankruptcy reform. The CFPB and Department of Education 
recommend investigating whether changes are needed to the 
treatment of privateloans in bankruptcy. Although further in-
vestigation may be helpful, we believe that Congress has suffi-
cient information to restore bankruptcy rights to these bor-
rowers. There was no valid reason to eliminate these rights 
for private student loan borrowers in 2005. Congress should 
act quickly and restore bankruptcy rights for struggling bor-
rowers. 

b. Non-bankruptcy relief for private student loan borrowers. The 
report notes that private student loans do not offer any of the 
debt management or mitigation options enjoyed by Federal 
loan borrowers. We agree with the conclusion that Congress 
should work with the CFPB and Department of Education to 
investigate this issue further. However, this is not enough. We 
recommend additional action, including: 

• Investigating any regulatory barriers to private student loan 
relief and working with regulators to amend guidance as 
necessary to ensure that private lenders have flexibility to 
offer meaningful relief to distressed student loan borrowers. 

• Require that private lenders offer a standardized set of loss 
mitigation relief prior to acceleration of debts. 

• Create a mandatory, standard loan modification program for 
distressed borrowers. 

• Require private student lenders to offer death and disability 
discharges and investigate the current discretionary death 
and disability private loan discharge programs to determine 
whether lenders are offering accurate information about 
these options. 

c. Ban mandatory arbitration clauses in private student loan 
agreements. 

We also urge Congress and the Federal agencies to investigate 
servicing practices in the private student loan industry. Ultimately, 
we recommend creation of national servicing standards that will es-
tablish minimum protections that must be offered to borrowers. 
This may also require amendments to ensure that the Fair Credit 
Billing Act applies to private student loans. 

Thank you for holding this hearing and soliciting additional 
input. 

RESPONSE TO WRITTEN QUESTIONS OF SENATOR REED FROM 
JACK REMONDI 

Q.1. In the Consumer Financial Protection Bureau’s report to Con-
gress, it was noted that there was approximately $8 billion in de-
fault from 850,000 distinct private student loans that were made 
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prior to the credit crisis in 2008. What percentage of these loans 
are Sallie Mae loans? 
A.1. Sallie Mae and eight other lenders provided a dataset com-
prised of loans originated between 2005 and 2011. As CFPB stated 
in their report, this information was provided under a non-disclo-
sure agreement and is protected under various Federal laws as pro-
prietary and confidential business information (see footnote 3 on 
page 109 of CFPB’s Report on Private Education Loans). 

Sallie Mae does provide a significant amount of public data and 
information on the performance of its private education loan port-
folio, every quarter, through its investor releases and its submis-
sions to the Securities and Exchange Commission. In terms of de-
faults, Sallie Mae reports the amount of loans that have been 
charged off, meaning the amount that has failed to make a pay-
ment for 212 days. With the credit crisis and the onset of the reces-
sion, Sallie Mae experienced an increase in private education loan 
defaults, i.e., charge-offs. Annual charge-offs peaked in 2009 at $1.3 
billion and have since declined steadily since. For the first half of 
2012, private education loan charge-offs were $459 million. 
Q.2. In your testimony, you state that since 2009 Sallie Mae has 
modified $1.1 billion in loans to help your customers. Please pro-
vide a breakdown of the types of modifications offered, broken 
down by the number of borrowers, the dollar value of the modifica-
tion provided, and the percentage of modified loans that are cur-
rently in good standing. 
A.2. During 2009, we instituted an interest rate reduction program 
to assist customers in repaying their private education loans 
through reduced payments, while continuing to reduce their out-
standing principal balance. This program is offered in situations 
where the potential for principal recovery, through a modification 
of the monthly payment amount, is better than other alternatives 
available. Along with demonstrating 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 loans status is returned 
to current and the interest rate is reduced for the successive 12- 
month period. 

Since the inception of the rate reduction program, we have cured 
over 32,000 unique borrowers for $1.3 billion in outstanding loans. 
All of the borrowers in the program have their interest rates re-
duced to a level where they can manage to keep up with timely 
monthly payments. Roughly 50 percent of the customers in the rate 
reduction program have their interest rate lowered to 1 percent in-
terest rate during the program period. Currently we are experi-
encing a 78 percent success rate, as defined by borrowers remain-
ing current and completing their 12-month program. 
Q.3. When is a Sallie Mae private loan determined to be in default? 
Please describe any programs or procedures that Sallie Mae has in 
place to prevent borrowers from defaulting on their loans. 
A.3. At Sallie Mae, we charge off the estimated loss of a defaulted 
loan balance, at the end of each month, for loans that are 212 days 
past due. Other lender’s policies may vary, since each lender makes 
this determination as a result of guidance from their respective 
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Federal banking regulator. In the Federal programs, a borrower is 
considered in default if they have not made a payment in over 271 
days. 

It is important to recognize that the vast majority of our private 
loan customers manage their payments successfully. In our most 
recent quarter, our annualized private loan charge-off rate was 3.1 
percent, down from 5.4 percent in 2009, a remarkable decline par-
ticularly in light of the current raised levels of unemployment. 

The first step in preventing defaults is the loan underwriting 
process, which assesses a borrower’s ability and willingness to 
repay the loan. In most instances, our private education loans are 
made to the family where a parent and student borrower share the 
responsibility of evaluating loan choices and in making decisions 
about loan amounts required to supplement other resources and fill 
the financing gap. 

One vital component of reducing defaults is early education for 
borrowers on the value and costs associated with higher education. 
That is why we provide tools, such as our Education Investment 
Planner, to make sure that students and families can plan for the 
full cost of attaining a degree. 

We find that customers who make in-school payments have lower 
delinquency rates when commencing full payment because they 
have already developed good payment habits and have kept the 
amount due lower. That is why we design our loan products to en-
courage in school payments, providing financial incentives to make 
payments in school to keep borrowing costs low. We go beyond the 
mandatory Truth-in-Lending disclosures, to show our customers 
the choices that they have in products and the long-term costs/sav-
ings of those choices. We provide monthly statements to all private 
education loan customers in school. Even for the one-third of our 
customers who chose to defer payments while in school, we provide 
them monthly statements and encourage them to make any pay-
ments to defray the long-term costs of their loans. 

We also encourage customers to enroll to make payments via 
auto debit, which results in significantly lower rates of delin-
quency. To incent them to enroll in this program, we typically offer 
a 0.25 percentage point interest rate reduction. 

Loan repayment and default prevention programs should be part 
of a thoughtful strategy that (1) reduces the likelihood of default 
over the life of the loan and related impacts to a consumer’s credit, 
(2) makes the payment amount manageable given income and nec-
essary expenses, and (3) manages and reduces the overall and life-
time cost of borrowing. Sallie Mae’s position is that repayment 
plans and strategies that ignore any of these components are likely 
to yield unintended consequences in the long term. 

Some of the repayment plans that Sallie Mae offers to distressed 
borrowers include: tiered monthly payment options, interest-only 
payment periods, extensions of loan terms, and forbearances. In ad-
ditional to the traditional programs, Sallie Mae developed the rate 
reduction program described in the previous response. Critical to 
the success of any of these tools is the process that we undertake 
with the customer to make sure that the program will work. We 
work with the customer to assess their overall financial situation. 
With the customer, we assess their current private loan obligations, 
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Federal student loan payments, other consumer debts, income, and 
discretionary and essential spending in order to put together a 
comprehensive view of their personal budgets. We use this view to 
help identify repayment options to best meet their individual situa-
tions and ability to pay. However, in all cases, we make clear to 
the borrower that alternative payment schedules will increase the 
overall cost of the loan. 

We have modified loans for tens of thousands of borrowers, and 
continue to make these modifications based on the borrowers’ per-
sonal situations. The great majority of these consumers have suc-
cessfully kept their loans from returning to delinquency or default-
ing. 
Q.4. For loans made between 2004 and 2008, what percentage are 
in default? What is the dollar value of these defaulted loans? 
A.4. Response: As part of our public disclosures, we provide de-
tailed default information. The vast majority of defaults occur with-
in 3 years of entering repayment. As a result, the vast majority of 
our charge-offs since 2008 have been associated with our older 
loans. Our charge-offs are reported in our quarterly investor disclo-
sures that we file with the Security and Exchange Commission, 
which we discuss in our response to the first question. As part of 
our public investor information, we do provide default information 
on certain private education loans, which are eligible for 
securitization trusts, by year of entering repayment and year of de-
fault. A sample table showing this information is included below. 
The most recent public release was in our Q2 2012 Investor Pres-
entation, which can be found at https://www1.salliemae.com/ 
about/investors/webcasts/ 

Q.5. For loans made after 2008, what percentage are in default? 
What is the dollar value of these defaulted loans? 
A.5. See previous answer. 
Q.6. How has Sallie Mae’s private student loan underwriting 
changed since 2008? 
A.6. In 2008, we tightened our underwriting requirements and ap-
plications with coborrowers increased. Our proprietary under-
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writing model uses multiple factors to assess ability, stability, and 
willingness to repay. To determine the ability to repay we look at 
such factors as a family’s debt-to-income ratio and cash-flow avail-
able to manage outstanding debt. We assess the willingness to pay 
by looking at credit scores and prior payment history. Today, our 
loan originations have high levels of cosigners (currently about 90 
percent for undergraduate loans). Our private education loans are 
designed to support that shared responsibility and family commit-
ment. In fact, in the majority of cases, a creditworthy cosigner 
helps applicants receive a lower interest rate offer than they would 
otherwise and serves as a vital influence on the student’s bor-
rowing experience. 

Since 2008, both the average FICO on new private education 
loans and the percentage of loans that are cosigned have steadily 
increased, as shown below: 

• 2007: average winning FICO of 709 and 55 percent were co-
signed. 

• 2008: average winning FICO of 726 and 65 percent were co-
signed. 

• 2009: average winning FICO of 745 and 83 percent were co-
signed 

• 2010: average winning FICO of 739 and 89 percent were co-
signed. 

• 2011: average winning FICO of 748 and 91 percent were co-
signed. 
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD 
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