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Monica Jackson 

Office of the Executive Secretary  

Bureau of Consumer Financial Protection 

1700 G Street, NW 

Washington, DC 20552 

July 13, 2015 

 

Re:  Response of the Consumer Bankers Association to the Request for Information Regarding 

Student Loan Servicing 

   

Docket No. CFPB-2015-0021 

 

Dear Ms. Jackson: 

 

The Consumer Bankers Association (CBA)
1
 appreciates the opportunity to submit comments to 

the Consumer Financial Protection Bureau’s (CFPB’s or Bureau’s) proposed request for 

information regarding student loan servicing, Docket No. CFPB-2015-0021.  Our comments 

reflect the views of CBA’s Education Funding Committee.  The Committee includes the largest 

bank lenders of private student loans, some of which also hold Federal Family Education Loans. 

 

Members of the CBA Education Funding Committee are pleased to provide information and 

responses to some of the assertions made in the Bureau’s RFI descriptions, and they have 

provided answers to many of the related questions.  The omission of a comment on a statement 

made in the RFI does not imply agreement or endorsement of the statement, however.  In 

addition, there may be some questions that CBA is not able to respond to at this time but may be 

                                                 
1
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- banking services geared toward consumers and small businesses. The nation's largest financial  
institutions, as well as many regional banks, are CBA corporate members, collectively holding two-thirds  
of the industry's total assets. CBA’s mission is to preserve and promote the retail banking industry as it  
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able to offer helpful information in the future as the Bureau’s information gathering process 

continues.   

 

Prior to specific responses to the RFI, we have several general comments.  First, we read with 

interest the perspectives expressed by the Bureau in Part A of the RFI: Issues Related to Student 

Loan Repayment.  Much of the text in this Part consists of basic information about student loans 

in the United States, and we appreciate the Bureau making public this information.  In fact, CBA 

encourages the Bureau to work with the Department of Education to provide greater 

transparency with regard to the performance of federal student and parent loans, information 

which is not readily available at this time.   

 

In contrast, the reporting of the performance of the private student loan market is open, with a 

great deal of detailed information made public.  This is contrary to the assertions in Part A’s 

description of private student loans.  The larger private student loan lenders, representing about 

71 percent of the market, have provided the independent data analytics organization MeasureOne 

with extensive information on private student loan performance.  The most recent report, 

reflecting data on the first quarter of 2015, was made public in early June and is publicly 

available on the MeasureOne website: www.measureone.com.  This report contains information 

on private student loan volume and detailed, historical information on performance, including 

various delinquency rates and trends over time.  CBA supports similar transparency for federal 

loans.   

 

Second, several issues arise where the Bureau’s perspective stems from received complaints.  

We appreciate that complaints should be taken seriously, and our members certainly do so and 

have mechanisms in place to handle them.  However, the CFPB has publicly stated it does not 

verify the legitimacy of complaints it receives.  Complaints, even when made sincerely and 

where there are issues in dispute, should not be the basis for policy decisions without careful 

research into their validity.  We therefore encourage the Bureau to undertake careful verification 

of the merits of complaints, whether few or many, before proposing policy changes based on 

them. 
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Finally, we also wish to note CBA supported the expansion of the Bureau’s supervisory authority 

to include larger non-bank participants in the student loan servicing market in comments 

submitted in 2013.   

 

Following are CBA’s specific comments on assertions made in the introductory sections of the 

RFI and in answer to questions asked in Part One: General Questions on Common Industry 

Practices Related to Student Loan Repayment. 

 

Payment Posting  

To the best of our knowledge, every servicer or large lender uses advanced lock box payment 

posting services in its servicing systems which record an effective date and a posting date for 

loan payments.  The effective date is when the payment arrived.  Some CBA members service 

loans themselves while others contract with third parties; some do both.  Regardless of whether 

servicing is in house or out-sourced, the sophistication of lock box systems alleviates problems 

with delays in payment posting.  Even in cases where a loan has been transferred and the 

payment is sent to the previous location, systems are in place that should result in the payment 

being sent to the proper location and credited retroactively to the effective date. Although no 

doubt occasional errors or delays arise, modern technology has made payment delays rare. 

 

Processing Prepayments and Partial Payments  

CBA members receive instructions from their customers on how to apply payments via the 

automated clearing house (ACH) process.  Lenders are not permitted to contravene such 

instructions from the borrower.  The vast majority of online payment systems, which is how 

most payments are made, ask the payer how to allocate excess payments or partial payments 

when there is more than one loan involved.  It is not always feasible or desirable for a payer’s 

instructions one month to be made permanent, as circumstances may change in the future.   

 

The Bureau has advocated that servicers automatically apply excess payments and partial 

payments to the highest interest account first.  However, CBA members have found that 
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customers are divided on how they wish such payments allocated, with about half wanting the 

account applied to the highest interest rate loan and the other half wanting the payments spread 

in a pro-rated manner.   

 

In fact, there are valid reasons why a consumer would want payments spread evenly, such as a 

desire to more rapidly pay down all loans, including paying off some loans in order to have 

lower net monthly payments.  Servicing systems also will apply a partial payment to a delinquent 

loan first.  This may not be the highest interest loan, but clearly it’s most important to prevent a 

default from occurring, which damages the consumer’s credit record and leads to higher costs in 

the long run.  Studies by some CBA members found that there is no evidence that current 

methods for the allocation of partial payments are resulting in more late fees.   

 

CBA members report that the process used for allocation of student loan payments is not unique 

to student loans.  The key is to make sure that customers understand their options since there are 

myriad different needs and situations.   

 

Servicing Transfers   

The volume of servicing transfers may have peaked due to the fallout from Congress’s decision 

to close the Federal Family Education Loan Program and the Department of Education’s 

decision at about the same time to move the entire Direct Loan portfolio from the servicing 

company that had that contract since the early 1990s to several new contractors.  Problems with 

servicing transfers have apparently been more of an issue for federal loans, especially Direct 

Loans, than for private loans. 

 

Some long-time participants in the private student loan marketplace have sold portfolios and 

exited the business.  Our members report that for any kind of loan servicing transfer, including 

for products other than student loans, a great deal of advance planning and care is required to 

have servicing changes work smoothly.  CBA members that have purchased portfolios report  

they have implemented steps to ensure that customers are notified of their new servicer, and 

procedures are put in place to make sure payments sent to the previous servicer are rerouted with 

the effective date (the date received by the first servicer) recorded so they are not considered late.   
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Repayment Incentives  

This comment in the Bureau’s RFI is extremely vague.  Without any information to support the 

statement: “But consumers have complained that some servicers place unexpected obstacles 

when borrowers seek to apply these benefits” it is impossible to respond.  CBA members don’t 

believe they place “unexpected obstacles” in the way of borrowers receiving the benefits they are 

due. 

 

Issues Related to Cosigners, including Acceleration of Performing Loans   

CBA Education Funding Committee members don’t approve of and don’t participate in the 

practice of demanding immediate repayment (acceleration) of a loan by the student borrower 

when a cosigner dies.  Such a practice makes no sense as the best outcome for lenders and 

borrowers alike is successful loan repayment.  Co-signers will be removed from the account, and 

the student will continue in the normal servicing of the loan in these situations.  Also, the 

universal practice of CBA’s Education Funding Committee members is to forgive private student 

loans if a student borrower dies, whether or not they may have the contractual right to collect 

from a cosigner.   

 

Benefits to Service Members   

CBA supports the Servicemembers Civil Relief Act (SCRA), and its members make every effort 

to implement it according to federal regulations.  CBA was among the trade associations that 

sought Department of Education clarification to make sure SCRA benefits are applied uniformly 

for Federal Family Education Loans and that government requirements were simplified to make 

it easier for qualified service members to receive benefits.  CBA has supported the Department’s 

efforts to automate and streamline this process, started with the publication of a Dear Colleague 

letter in 2014 and continuing via a negotiated rulemaking and regulatory process at the Office of 

Postsecondary Education.   

 

Incentives for Loan Servicers   

Loan servicers in the private sector are generally paid a flat rate, as is noted in the RFI, with 

many contracts calling for a higher rate to be paid in cases where the loan is delinquent.  The 

experience of CBA members is that servicing fees fail to cover the actual, higher cost of 

servicing a delinquent loan.  Therefore, the incentive is for servicers to help keep borrowers 
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current on their loan payments.  CBA supports the concept that compensation packages should 

be structured to reward servicers for keeping borrowers out of default and delinquency.  Banks 

lose money when a private student loan defaults, even if it is brought current again, due to the 

increased servicing and collection costs involved.   

 

CBA members have some of the most robust student loan servicing systems, and they are 

continually working to improve these systems in order to make them more flexible and less 

costly to modify.  This modernization process will need to continue, something that will be 

encouraged by increased competition in the marketplace.   

 

Application of Mortgage and Credit Card Policies to Student Loans  

Many of the CBA members making private student loans also offer mortgages or credit cards to 

their customers.  We recognize the interest the Bureau has in applying to student lending the 

policies and procedures followed with those products.  CBA member institutions in fact do 

follow best servicing practices regardless of the product line, and they do share information and 

policies enterprise-wide.  This sharing is limited, however, by the important structural 

differences between products like mortgages or credit cards and student loans.  In fact, the credit 

risk involved in a student loan tends to be significantly higher, all things being equal, because of 

the nature of the loan – a medium- to long-term loan with no collateral.  That is why so many 

student loans have co-signers to reduce the risk, unlike credit cards and mortgages, where use of 

co-signers is far less commonplace.   

 

Regulations or other directives designed to address unique aspects or consumer risks associated 

with other products often do not have a student loan corollary or would need to be substantially 

tailored to make sense for private student loans.  Mortgage rules that make sense given the 

secured nature of real-estate loans (and the strong public policy interest in making sure families 

do not lose their homes without robust procedural due process protections) don’t apply to 

unsecured private education loans where lenders assume 100 percent of the risk of loss with no 

collateral protection.   

 

For example, a separate initial advance interest rate adjustment notification makes sense for 

adjustable rate mortgages, but for a private student loan that is variable from the date of 
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origination there is no comparable need to provide a special notice to prepare a customer for a 

shift from a fixed rate to a variable rate.  Credit agreement language and regular billing statement 

information on variable rate adjustments inform private student loan customers of interest rate 

adjustments in a timely manner.  Regulations for credit cards also are often not comparable. 

Since private student loans are closed-end and do not involve access to revolving credit, for 

instance, many CARD Act disclosure requirements are simply not applicable.   

  

The unsecured, closed-end nature of private loans makes it difficult or inappropriate to apply 

many of the rules from other asset classes to private loans. Therefore, we urge the Bureau to 

exercise caution when attempting to apply rules appropriate for mortgages or credit cards to 

student loans.  We would be happy to provide feedback and information to the Bureau in more 

detail as its information gathering process proceeds. 

 

Conclusion 

CBA members and non-bank lenders are rolling out new products, including refinancing 

products that are beneficial to consumers.  In addition, a motivation for banks to participate in 

the student lending market is to connect with customers who will be interested in working with 

the bank for other products as well.  Provision of a high quality experience for student loan 

customers is the key to them being interested in the bank’s other products in the future.  

 

 

Thank you for the opportunity to comment on the Request for Information.  If you have any 

questions or wish to discuss these issues further, please feel free to contact me at (202) 552-6363 

or at szeisel@consumerbankers.com.  

 

Sincerely, 

 

 

 

 

Steven I. Zeisel 

Executive Vice President and General Counsel 

mailto:szeisel@consumerbankers.com

