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Dear Mr. Chairman:
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Questions from the "Increasing Student Aid through Loan Reform'" Hearing

Representative Carolvn McCarthy

Ouestion: Financial literacy is a hig concern of mine. LEspecially in the current ¢conomic
climaie. consumers need 1o be more avware and informed of how their finances work and how (o
avoid some common financial pitfalls. Does the Administration plan to continue [0 Support
important borrower services like financial literacy and default prevention that have traditionally
heen an integral part of FFEL? As these services are not now generdlly part of the Direct Loan
program are you willing to mainiain the current (FEFEL) investment and extend it to all federal
loan borrovwers?

Mr. Shireman: The need for better financial literacy. particularly among our young adults. has
been placed under a spotlight by recent economic issues faced by our nation. Traditionally.
lenders and guaranty agencies participating in the Iederal Family Education Loan (FI'EL)
program have developed entrance and exit counseling tools that have been used by schools to
assist borrowers in understanding their financial obligations. At the same time. the Department
has provided. and will continue to provide. these tools to schools participating in the William D.
Ford Direct Loan program. Similarly. the Department provides default prevention assistance to
borrowers with loans under the Direet Loan program just as the lenders and guaranty agencics do
in the FFEEL program. The availability of financial literacy services should not turn on whether a
lender or guaranty agency has extra resources. The administration’s proposed College Access
and Completion Fund program would include funds that would allow states to continue college
outreach and information activities. including financial literacy training that goes beyond student
loans.

Question: Currently parents and graduate students who have PLUS loans have an interest rate
of over 8 percent. (iiven the current interest rate environment of almost the lowest rates ever.,
win shouldn't we return to the pre-July 1. 2006, rate formula. which, if applied. would provide
for less than 2 percent inlerest rates?

Mr. Shireman: Long-term fixed-rate loans are available at a higher interest rate than loans with
rates that adjust every few months. such as those that are currently at historic lows. Reducing
rates on federal student loans would place greater risk and cost on taxpayers. Although Congress
could decide to change the statute. the administration believes these funds are better used for Pell
Grants and other student financial assistance programs serving low-income populations.

Representative Robert C. “Bobbyv™ Scott

Ouestion: When considering the elimination of the FFEL program. what conclusions did you
drane as 1o the impact that this decision would have on Historically Black Colleges and
Universities?

Mr. Shireman: The delivery mechanism for the William D. Ford Direct Loan program is built on
the Common Origination and Disbursement (COD) System used by the Department to deliver
Pell Grants. Academic Competitiveness Grants. National SMART Grants. and TEACH Grants.
HBCUs and other institutions of higher education - both large and small — have been able to



adapt readily. For the relatively small number of institutions that do not offer Pell Grants. such
as graduate-only Clark Atlanta University. a one-time adjustment to their business processes will
be necessary. This change will result in cach institution working with a single entity originating
loans instead of the multiple lenders that they deal with today. We have been reaching out to
institutions to make sure they have enough time and assistance for a successtul transition to
direct lending.

Question: Describe the trends of student loans (including the mumber of loans and the loan
volume of the FFEL and the Direct Loan Program) that have been distributed since 1978,

Mr. Shireman: The requested information is provided in the attached table.

Representative Jason Altmire

Question: Considering the uniqueness and complexity with the yarious Financial Aid
Management Systems and School Information Systems. combined with the human. financial,
technology and capacity resources necessary 1o modifv systems and (rain staff. how does the
Department of Education plan to support and transition 4.000 1 schools of various types. sizes
and locations into Direct Loans by July 1. 20107

Mr. Shireman: The Federal Student Aid (FSA) system that originates Direct Loans is called the
Common Origination and Disbursement (COD) system. COD is the same system that
institutions of higher education use to originate Title [V grants (Pell. ACG. National SMART,
and TEACI). Therefore. most institutions (and their computer systems) already interact with
COD. The Department has ramped up. and is continuing to ramp up. its COD capacity to
support 100 percent Direct Lending.

The institutions that have recently transitioned to Direet Lending have done so with little or no
problem. However, to ensure that all institutions are prepared. we have shifted human and
capital resources to enable FSA to properly manage and support 100 percent school participation
in the Direct Lending program. In addition. we have created a specially trained team whose task
is to assist institutions that may have unique situations or need additional support. FSA is
hosting monthly webinars for schools. attending and presenting at conferences. and offering
targeted training. FSA also is in the process of reviewing and updating all of its Direct Lending
publications.

Question: If the administration’s proposal is enacted, what is the Department s contingency
plan 1o cover the risk that may surface if they are not able to support und transition all 4000
FIFELP schools into Direct Loans by July 1, 20107

Mr. Shireman: Because Direct Loans is part of the COD system run by Accenture. the switch 1s
relatively simple when it comes to delivering funds to institutions. The key to a smooth
transition is to ensure that schools do not wait until the last minute to adjust their systems.
Accenture has increased its call center capacity. and we are reaching out to FFEL institutions to
encourage them to get ready early so there is not a last-minute rush that could result in longer
wait times for technical assistance.



Question: Can vou please provide insight 1o what the Department has done to reach out 1o
schools to better understand their concerns about transitioning (o DIL?

Mr. Shireman: Our Direct Loan Transition Team has identified types of institutions that might
need additional support and information to smoothly transition to Direct Lending. ‘Team
members are reaching out to those institutions to answer questions and to offer assistance.
Weve also reached out to HHBCUs. Hispanic-Scrving Institutions, and Tribally Controlled
Colleges and Universities. We have conducted. in association with their national organizations.
a Direet Loan webinar for community colleges and one for independent private colleges. We
have also met with the Council of Independent Colleges and the National Association of
Independent Colleges and Universities to discuss issues and activities targeted to smaller
independent colleges. Finally. we are developing plans for transitioning foreign schools mnto the
Direct Loan program.

Question: FEEL loan providers have suggested that more than 30,000 jobs will be lost if the
FFEL program is ended as proposed by the administration. These jobs include front-end
functions such as sales and marketing. as well as operations including origination. servicing.
default prevention and collections. Are these claims valid?

Mr. Shireman: The volume of FFEL loans will decline slowly over many years. At the same
time. Direct Loan volume will increase. resulting in more domestic jobs servicing federal loans.
Some of the current FFEL servicers have won contracts with the Department to serviee Direct
[.oans. and others may end up as subcontractors. One arca that will be affected by a shift to
Direct Loans will be the intermediaries who simply market Federal loans to schools without
providing benefits to students and who have. in the past. been accused of improper behavior.

Question: Current employees of FFEL loan providers have substantial expertise in working with
horrowers 1o help them with their loan obligations. Will this expertise be lost as the employers of '
these loan providers cease operations?

Mr. Shireman: The volume of FFEL loans will decline slowly over many years. At the same
time. Direct Loan volume will increase. resulting in more domestic jobs servicing federal loans.
Some of the current servicers have won contracts with the Department to service Direct Loans.
and others may end up as subcontractors or work with the Department in other ways that are still
being developed.

Question: Concerns have been raised that the elimination of guaranty agencies and other loan
providers will result in a loyer quality of service to students. Is this a legitimate claim? What
evidence against this clainm can those that suggest the fear is unfounded offer?

Mr. Shireman: For nearly 15 years, the current Direct Loan program has operated with the same
level of student support. performance. and satisfaction as the FFEL program. and the default and
repayment rates are similar in both programs. The Department has experience in running a
successful loan program without guaranty agencies. That said. as Direct Loan expands to 100
pereent of volume. we hope to find ways to take advantage of the skills and resources developed
in state and nonprofit agencies.
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Question: The administration’s proposal assumes that the elimination of FI'EL guaraniy
agencies will not result in an increase in student loan delinquencies or defaults. Onwhat basis
has the administration reached its conclusion?

Mr. Shireman: Cohort default rates. by sector. are the same or lower in the Direct Loan program
for similar loans. In addition. the Higher Education Act provides a set of statutory payments o
guaranty agencies that will continue as the outstanding FFEL portfolio is repaid. Some agencies
have experience in providing valuable student support services. especially in promoting college
access. The Department looks forward to working with agencies to refocus their activities on
broadening student access to higher education.

Question: How does the Department plan to contract for additional Direct Loan servicing
capacine? Will it rely on the RFP process currently underway for servicing on loans put to the
Department. or will it hold a new competition? How will the Department determine the service
provider for cach school?

Mr. Shireman: We have not made a decision regarding another servicing procurement.
However. the procurement that was just completed does include the requirement that the selected
vendors be able to service all Title IV federally held loans, including Direct Loans. Allocations
of types and volume to any one vendor will be determined based upon servicer capabilitics and
performance.

Question: The schools, students, and families of Pennsylvania depend on our current guaranty
agency, PHEAA. to provide essential services. These services include early college awareness
and financial literacy programs as well as technical assistance and training for schools. They
also provide crucial and successful default reduction and delinquency prevention services. Does
the Department have a realistic proposal for maintaining and funding these services that will
ensure that PHEAA and its sister agencies around the country have the resources they need (o
continue to carry out their public mission?

Mr. Shireman: The administration’s fiscal year 2010 budget request includes funds for states to
use 1o continue the college outreach and information activities now provided by some guaranty
agencies through FFEL subsidies.

Representative Carol Shea-Porter

Ouestion: The Department made the determination that it was necessary o provide an
opportunily for servicers to compete for participation in the servicing of the ECASLA loans
hased on fact that the servicing of the ECASLA loans constituted a change to the existing
servicing contract. Based on this past determination, it would seem that a similar determination
should be made given that the additional private servicing as part of the President's budget
proposal constitutes a significant change. requiring an additional opportunity for competition.
Just as the servicing of the ECASLA loans required an opportunity for competition. Will there be
another REP for the servicing of loans under the restructuring plans?



Mr. Shireman: We have not made a decision regarding another servicing procurement.
[However. the procurement that was just completed does include the requirement that the selected
vendors be able to service all Title IV Federally held loans. including Direct Loans. Allocations
of types and volume to any one vendor will be determined based upon servicer capabilities and
performance. The current contractors have committed to sufficient capacity for the expansion of
direct lending.

Question: You have mentioned the bid process and the utilization of private servicers. What
specific steps are being taken by the Department of Fducation to ensure that the small nonprofits
have an opportunity to compete for these servicing contracts?

Mr. Shireman: The contractors that were just selected have committed sufficient capacity for the
expansion of Dircet Lending. The work we have ahead of us over the next 18 months 1s
substantial: first allocating ECASLA loan volume this fall to the new servicers and making surc
that those systems are working properly. and then launching a multiple-servicer approach in the
Direet Loan program. Once that implementation is complete next year. we will consider
initiating another procurement that could focus on nonprofit servicers.

Representative Thomas Petri

Question: Can you explain the financial incentives to guaranty agencies in preventing defaults
on student loans relative to the subsidies they receive for collecting on defaulted student loans?

Mr. Shireman: In the existing FFEL program. guaranty agencies receive annual Account
Maintenance Iee (AMI) payments on non-defaulted loans averaging approximately $200
million. They also receive approximately $160 million annually from default aversion fces
(DAFs) on delinquent loans that are brought current. Agencies retain a portion of collections on
defaulted loans but must also pay their servicing and collection costs. In the past. collection
revenues far exceeded collection costs. reducing the incentive for effective default aversion.
Statutory decreases in retention rates have reduced the margin available to guaranty agencies
through collections to address this problem.

Question: Mr. Shireman. advocates for FEEL highlight the borrower services, such as default
prevention, that lenders and guarantors provide students. Besides cohort default rates which we
know to be a fairly weak accountability measure, is there any oversight or accountability
measures in FIEL regarding these services? Do we know if they are actually working? Or
which ones work bhest?

Mr. Shireman: As vou know. cohort default rates are comparable in Direct Loans and FFIEL.
Incentives in the non-ECASLA FFEL program. however. do not necessarily aim in the dircetion
of default prevention. In our latest procurement for servicers. we have included strong financial
incentives to promote default prevention: the venders receive higher payments for loans in good
standing. and the companies with the best records will receive more new loan volume.

Question: Although the Administration’s budget provides 82.3 billion over five vears in grants (o
states to promote college access and student retention. many guaranly agencies see this funding
:‘



stream as being insufficient or wanting their own specific funding stream. Can you comment on

this critigue?

Mr. Shireman: The agencies have not provided us with sufficient information about the outreach
and information services they provide for me to be able to comment.

Representative Todd Platts

Question: The nvo school svstems represented here todav, Penn State and the entire ( ‘ulifornia
State School svstem, are very large entities. My District contains a number of small and mid-
sized institutions. If we move forward with the Administration’s proposal 1o convert all schools
to the Direct Lending program. how can the Department of Education ensure that smaller
schools will get the same loan servicing assistance that their larger counterparts will receive?

Mr. Shireman: The schools that have recently transitioned to Direct Lending have done so with
little or no problem. However. to ensure that all schools are prepared. we have shifted human
and capital resources to enable it to properly manage and support 100 percent school
participation in the Direet Loan program. In addition. we have crcated a specially trained team
whose task is to assist schools that may have unique situations or need additional support. F'SA
is hosting monthly webinars for schools. attending and presenting at conferences. and offering
targeted training. FSA also is in the process of reviewing and updating all of'its Dircet Lending
publications. Further. all vendors selected to service Direct Loans will receive their allocations
of new loans based on performance. In addition to their performance related to borrower
services and satisfaction, one very important part of measuring performance will be the serviee
they provide to schools. Each servicer’s performance will be measured by school type. control.
and size.

Question: 1 have heard from schools that have historically participated in the Direct Loan
program that they felt they received better service through the Direct Loan program before the
recent influx of participating schools. What specific steps has the Department of Education
taken to ensure that it will have the capacity to service ALL schools in the Direct Loan progranm
by the end of 20110, as the Administration proposes?

Mr. Shireman: Starting last year when a number of FFEL schools began to transition to Direct
[ending. we were aware that some of our current Direct Loan schools had concerns that the
influx of new schools might degrade service levels and suggested that we take efforts to avoid
that result. We are pleased to say that. even with the 30 percent increase in new schools last
year. no degradation was experienced and we have not heard from cither the older participants or
the new schools that they have experienced any problems. That said. in preparation for a larger
number of schools coming into Direct Lending, we are in the process of implementing a
comprehensive plan to ensure that there is adequate staft both at the Department and at our
contractors to ensure that we maintain the current high level of customer service for all schools
and for all students and borrowers.
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Representative Joe Wilson

Question: You propose to stop new FFEL loan originations as of Julv 1, 2010, [ow many
schools will need to transition from FIEL to Direct Loans hetween today and July [s1?

Mr. Shireman: As of June 1. 2009. there are just over 3.500 schools that would need to transition
to Direct Lending.  For most of these schools. the initial administrative steps to begin transition
have already occurred.

Question: While some schools with tremendous resources have said making the transition 1o
Direct Lending is relatively casy, many schools are projecting that they will incur additional
administrative costs and face additional compliance risk as a result of being required to convert
to the Direct Loan program. [as the Department produced an estimate of the cosis of
transitioning to the Direct Loan program for a small- to medium- size independent college?
What are those costs?

Mr. Shireman: The Department has worked closely with the National Direct Loan Coalition to
identify potential costs and other resources that might be needed for schools joining the Direct
Loan program. The Coalition. after surveying 35 small schools that recently transitioned to
Direct Lending, found that those schools did not have any significant costs in transitioning to
Dircet Lending. In terms of originating loans. the schools reported that the process is similar to
transmitting FFEL loan certifications to FFEL lenders and that the use of the Department’s
Common Origination and Disbursement (COD) System, that is also used for Title IV grants. also
made the transition relatively casy and cost efficient. Most. if not all, software vendors and third
party servicers have software and operations that support both the FFEL and Direct Loan
programs.

Schools with technology challenges can use the Department’s “EDExpress™ software to transmit
loan data in batches from their systems to our system at no cost. Small schools with low volume
can also use the Direct Loan Web site to enter loan origination and disbursement data instead of
using software products.

Question: Will the administration provide direct financial assistance to schools 1o support their
transition into the Direct Loan program? If so. what assistance will be provided and when?

Mr. Shireman: While the Department has provided. and will continue to provide. support to
schools (training. customer service. school visits, ete.), there is no statutory authority to provide
direct financial support to schools. FFurthermore, based on the feedback we have heard from
schools that have made the transition in the past year. there are no net added costs 1o be covered.
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