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March 27, 2013 

 

The Honorable Ben Bernanke             The Honorable Marty Gruenberg 

Chairman               Chairman 

Board of Governors of the Federal Reserve           Federal Deposit Insurance Corporation 

20
th

 Street & Constitution Avenue, N.W.           550 17
th

 Street NW 

Washington, DC 20551             Washington, DC 20429 

 

The Honorable Thomas Curry      

Comptroller of the Currency      

Office of the Comptroller of the Currency    

250 E Street SW        

Washington, DC 20551        

 

 

Dear Sirs: 

 

The Consumer Bankers Association (CBA) appreciates your past willingness to discuss how to 

assist private student loan borrowers experiencing difficulty repaying their loans.  We believe it 

is important to work to address the challenges we are seeing in today’s economic environment. 

 

Private student loans only account for approximately 7 percent of today’s student loan 

originations, compared to the federal government’s 93 percent market share.  In addition, recent 

data shows default rates for private loans around 4 to 5 percent compared to the Department of 

Education’s fall report highlighting the three year default rate of 13.4 percent for federal loans.  

While private student loans are clearly performing better than federal student loans, some 

troubled student loan borrowers are still struggling.  CBA believes additional flexibility for 

banks to assist borrowers is appropriate given the unique nature of the asset.   

 

Specifically, we propose that banks should be granted greater flexibility to work with borrowers 

experiencing financial difficulty who are recent graduates, or early in their careers, when it is 

more difficult to enter the labor force and establish financial independence and stability.   This 

could be structured in a way designed to assist borrowers who are looking for their first job, or 

who are between jobs, during a 3-year period following graduation, while at the same time 

maintaining adherence to safety and soundness principles at regulated financial institutions. 

 

Safety and soundness principles rightly seek to ensure banks are accurately portraying the status 

of their loan portfolios and to prevent banks from showing non-performing loans on their books 

as performing assets.  Lenders have found that student loans are unique financial products with 

characteristics that lead to repayment situations different from other asset classes and that 
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generally do not merit troubled debt restructure (TDR) accounting  treatment, but current 

guidance limits repayment flexibility and forces the adverse TDR treatment. 

 

Many times, student borrowers entering repayment are first joining or are re-joining the 

workforce.  Statistics show that people with a college education have far more earnings potential 

than those without a college education.  However, for student loan borrowers, it usually takes 

time before a career can be launched and financial independence can be established, a far more 

pronounced outcome in the current economic environment.  In addition, co-signer circumstances 

can change between the time a loan is first entered and when the co-signer may be called on to 

fulfill his or her payment obligation.  Lenders believe that if they had more flexibility in working 

with some student loan borrowers, for example, by modifying the loan terms during a defined 

time period following graduation (e.g., 3-4 years) to allow for a lesser payment, defaults could be 

prevented. This could help borrowers avoid some of the resulting negative consequences 

associated with a loan being charged off by a lender, including notations on borrower credit 

reports that cause problems with the ability to obtain future loans, job applications, renting 

housing, buying a car or a home, and becoming broader participants in the economy.   

 

We wish to make clear we are not suggesting that all, or even most past-due borrowers, can be 

helped by offering more flexibility in repayment options.  In many cases, prolonging the 

inevitable only makes things worse.  But there are a significant number of cases where borrowers 

can avoid default and bring their loan payments current if lenders have more regulatory 

flexibility to work with them.  Our members believe they can responsibly use more options than 

are now permitted under current regulatory guidelines. 

 

CBA appreciates there is an increased understanding on the part of the regulatory agencies of the 

uniqueness of private student loan products.  However, we suggest your agencies review the 

measures below which could assist recent graduates who are temporarily struggling to find 

employment, but who would greatly benefit from additional flexibility in the options lenders 

have to assist them while, at the same time, not adversely impacting the safety and soundness of 

the institutions.  These include: 

 

 Permitting banks to offer graduated repayment (including interest-only) when a loan 

enters repayment or soon thereafter.  CBA suggests this be permitted during the first 

three to four years of repayment, with full amortization and no principal forgiven.  Such a 

loan should not be classified as a “Troubled Debt” since graduated repayment would not 

result in a concession in the long term.  Such alternate repayment terms would be tailored 

to the individual circumstances of student loan borrowers.   

  

 For existing loans in repayment, more flexibility in offering forbearance, also without the 

triggering of a TDR classification, is needed.  Lenders should be able to offer forbearance 

more frequently and for longer periods than is currently permitted under regulatory 

guidelines issued by the prudential regulators.  Forbearance would remain subject to the 

judgment of lenders, in accordance with safety and soundness principles, with the length 

and frequency of forbearance being tailored, on case by case basis, as appropriate given 

the circumstances of the borrower.  The goal will be to have a way to keep borrowers out 

of default, while avoiding excessive increases in the total cost of borrowing.  We are not 
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advocating applying long term forbearances that would simply forestall the inevitable 

charge off, but rather allowing lenders the flexibility, where a particular borrower’s 

circumstances warrant, to offer forbearance for more than just a two, or three month 

period. The uniqueness of the student loan product justifies more flexibility in the 

offering of forbearances, since economic conditions may, especially for those who are 

early in their careers, lead to a higher level of unemployment and underemployment, as 

well as a longer period of time necessary to find a new job among unemployed cosigners.  

At the same time, college graduates clearly have the potential to become financially 

healthy within a reasonable period of time and should have additional options to avoid 

the consequences of delinquency and default. 

 

We hope these relatively simple suggestions are clear, and we would be pleased to discuss them 

further with additional specificity at your convenience.   

 

 

 

Sincerely, 

 

 
 

Richard Hunt 

President and CEO 

Consumer Bankers Association 

 

 

 


