UNITED STATES DEPARTMENT OF EDUCATION
THE UNDER SECRETARY

January 14, 2016

Honorable Elizabeth Warren
United States Senate
Washington, DC 20510

Dear Senator Warren:

Thank you for your May 21, 2015, letter to Secretary Duncan requesting information regarding
the Department of Education's contract with Navient and our review of federal student loan
servicers’ compliance with the Servicemembers Civil Relief Act (SCRA). We appreciate this
opportunity to provide information on this important topic and apologize for not providing our
response by the requested date. An identical response has been sent to the cosigners of your
letter.

Please know that we are committed to ensuring that servicemembers receive all of the benefits
for which they are eligible. Over the past two years, the Department of Education (Department)
has taken a number of steps to streamline and improve our processes to assist servicemembers.
Navient holds one of several contracts let by the Department for servicing of student loans issued
under Title IV programs (referred to as Title IV Additional Servicers, or TIVAS, contracts). We
instructed our student loan servicers to match borrowers on their systems with the Department of
Defense Manpower Data Center (DMDC) database and automatically grant eligible borrowers
the six percent interest rate cap provided by the SCRA. This will remove the need for
servicemembers entering active duty military service to both request the benefit and provide
supporting documentation to receive the benefit of the interest rate cap. All servicers have
completed the system changes to implement the matching process and automatic application of
benefits.

In addition, in 2014 we added new requirements to our servicing contracts under which servicers
have established dedicated call centers for servicemembers with specially trained staff. We have
directed the servicers to develop targeted information and outreach crafted to help
servicemembers understand and access SCRA benefits and other entitlements such as service-
related deferments. We are also in the process of enhancing our servicemember-related
oversight activities, including targeted call monitoring to ensure SCRA compliance.

More broadly, the Department promulgated regulations that require loan holders and servicers in
the Federal Family Education Loan (FFEL) Program to use the DMDC database to identify
eligible borrowers and apply the SCRA interest rate cap. The final regulations were published
October 30, 2015, with an effective date of July 1, 2016. Many FFEL loan holders are already
using this process, based on the guidance provided in a Dear Colleague Letter issued by the
Department in August 2014, but the regulations make this process mandatory.
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Regarding our review of our servicers’ compliance with the SCRA, each of your questions is
listed below, followed by our response.

(1) Given the Department of Justice and FDIC’s findings, why did the Education Department
seek to conduct its own review of Navient?

Response: The reviews by the Department of Justice (DOJ) and the FDIC did not focus
exclusively on Federal student loans serviced by Navient under its contract with the Department
of Education, and were not focused on compliance with the requirements of that contract. Our
review explicitly focused on Navient’s performance against the SCRA-related requirements
established by the Department to which Navient must adhere in its performance of that contract.

(2) Isthe Department of Education applying the same standard as the Department of
Justice to determine whether servicers violated the SCRA? If not, please explain the
Department of Education’s rationale for applying a different standard.

Response: We did not apply the same standard used by DOJ. The Department could only
consider whether remedies were available and whether action against Navient was appropriate
under the terms of Navient’s contract with the Department. We could only hold Navient
accountable to the SCRA-related requirements which the servicers are contractually obligated to
perform. Prior to 2014 those requirements were based on the text of the Department’s
regulations which, mirroring the language of the statute itself,' explicitly required
servicemembers seeking benefits under the SCRA to apply in writing and to supply copies of
their orders or other documentation of their active duty status. These regulations reflected the
Department’s understanding of the SCRA at that time. In May 2014 DOJ provided us with
updated guidance which allowed SCRA benefits to be granted without an explicit request and
supporting documentation from the borrower. We immediately revised our requirements to
conform to the new DOJ guidance. We could not, however, use these new requirements as the
basis for our review because the period under examination predated the imposition of those new
requirements.

(3) Given the evidence collected by the Department of Justice and other federal regulators,
what additional evidence does the Department of Education require to reach a finding on
Navient’s conduct?

Response: As noted above, the evidence collected by DOJ and other federal regulators was
based on a standard that was different from the requirements established by the Department of
Education under our servicing contracts. The evidence gathered in those reviews was used to
support enforcement actions or legal settlement arrangements consistent with the authority of
those agencies. Based on the findings of those reviews, we undertook our own examination to

: Specifically, the SCRA states: “In order for an obligation or liability of a servicemember to be subject to
the interest rate limitation in subsection (a), the servicemember shall provide to the creditor written notice
and a copy of the military orders calling the servicemember to military service and any orders further
extending military service, not later than 180 days after the date of the servicemember’s termination or
release from military service.” (50 U.S.C. App §527(b)(1)).
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determine whether Navient failed to comply with the requirements of its contract with the
Department.

(4) Did any Department of Education official make any representation to Navient about the
continuation or renewal of its contracts in the event that other federal regulators found
wrongdoing?

Response: No. Department of Education officials did not make any representation to Navient
regarding the impact of findings of wrongdoing by other federal regulators on the continuation or
renewal of its contracts.

We would also note that our decision, in June 2014, to exercise the option for an optional
ordering period under Navient’s contract simply was the exercise of a contractual option
pursuant to the terms of the original contract (similar options were exercised for the other
servicers). By exercising these options, the Department was able to order additional services and
ensure continued servicing operations without disruption of services as we investigated
Navient’s compliance with SCRA requirements under the contract.

(5) How many Department of Education employees were tasked with conducting its review,
and what is the nature of the review process? For example, what is the specific scope of
the review, and the time period covered? How many recorded calls between Navient and
military borrowers were examined?

Response: The Department’s internal review was undertaken by 15 employees in the Federal
Student Aid Program Compliance office. The review focused on loans with an interest rate in
excess of six percent serviced by Navient under its TIVAS contract with the Department from
June 17, 2009, through November 2014. Information on these loans was extracted from the
Department’s National Student Loan Data System and matched against the DMDC database to
identify active duty military members. The reviewers then selected a random sample of 300
borrowers, representing 755 loans, for review. Reviewers analyzed the account histories for
borrowers in the sample to determine whether the servicer properly applied the SCRA interest
rate cap consistent with the requirements of its contract. These reviews did not involve an
examination of phone calls, but rather an analysis of whether Navient correctly applied the
SCRA interest rate cap based on the contract requirements and the information provided by
borrowers.

I hope you find this information useful. If you have additional questions or concerns, please
do not hesitate to have your staff contact Lloyd Horwich, the Acting Assistant Secretary for
the Department’s Office of Legislation and Congressional Affairs, at (202) 401-0020.

Sincerely

Ted Mitchell
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