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REPORT SUMMARY

of students in PSLF by only approving 1% of applications.
Students are paying the price for this administration's
incompetence.

The Department of Education has failed the vast majority

The Department’s own internal watchdog found that the
agency failed to properly implement the program,
breaking a promise made to tens of thousands of
borrowers.

The loan servicer was found to incorrectly classify
employers, mistakenly disqualify payments, and
provide erroneous information to borrowers.

Previously unreleased documents (attached to this report)
show the Department was aware of PSLF management
issues as early as 2017, but despite repeated evidence of
these problems from various federal and state authorities it
has failed to address these issues.




Broken Promises: How the Department of Education Failed America’s Public Servants

Congress created the Public Service Loan Forgiveness (PSLF) program and the newer Temporary Expanded PSLF
program to make it easier for college graduates to serve the country in the public sector by forgiving a portion
of their student loan debt. However, the program is not living up to its promise. While borrowers have been
eligible to apply for forgiveness since September 2017, the Department of Education (“Department”) has only
approved one percent of applications, according to the Government Accountability Office (GAO).*

The Department has passively watched as its loan servicers—companies contracted to advise borrowers and
manage their loans—provide borrowers with misleading or false information about PSLF year after year,
ultimately causing systemic program failures.

Undoubtedly, PSLF is a complicated program. To receive forgiveness under PSLF, borrowers must have Direct
Loans and make 120 payments in either the standard repayment plan or certain income-based repayment plans,
while working at a qualifying government or non-profit organization. Due to the program’s complexity, and the
Department’s indirect management of the program through its contracted loan servicers, successful
administration of PSLF requires that the Department provide clear guidance to loan servicers coupled with
rigorous oversight. Unfortunately, the Department has failed on both counts and has yet to change course.

Of the 1,173,420 borrowers who applied for the
Public Service Loan Forgiveness program...

44% 32% 13% 11%

520,267 borrowers 370,249 borrowers 154,875 borrowers
with 1+ qualifying payments with O qualifying payments denied for having no
qualifying loans

127,573 borrowers
denied for other
reasons

56% of borrowers who reguest to have their
employment and loans certified were denied
or had yet to record a qualifying payment

Source: September 2018 GAO Report, "Public Service Loan Forgiveness, Education Needs to Provide Better Information for the Loan Servicer and Borrowers"

Over the last year, GAO has repeatedly decried the Department’s lack of comprehensive PSLF guidance.?
Moreover, this year the Department’s Inspector General found that the Department “rarely hold[s] servicers
accountable” leading to “continued [servicer] noncompliance that harms students and their families.”> Other
federal and state watchdogs including Consumer Financial Protection Bureau (CFPB)* GAO?®, and States’
Attorneys General® have sounded similar alarms regarding the Department’s ineffectual loan servicer oversight.
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In 2016, 2018, and 2019, GAO In April 2019, 21 states’ In June 2017, the CFPB
released reports stating that Attorneys General request the expresses concern about the
the Education Department Department stop withholding Education Department's

could do more to improve student loan information from oversight of loan servicers.
customer service under PSLF. law enforcement agencies for

oversight purposes.

Previously unreleased internal Office of Federal Student Aid (FSA) audits’ of the loan servicer the Department
designated to implement PSLF, FedLoan Servicing (“FedLoan”), contextualize the Department’s years-long
inactivity. Specifically, FSA’s staff discovered that FedLoan was incorrectly classifying employers, missing
qualifying payments, and providing misleading information to borrowers. These audits demonstrate the
Department’s awareness of FedLoan’s systemic PSLF servicing errors as early as July 2017, but to date it has
failed to compel FedLoan to make critical reforms.

To the detriment of public servants across the country the Department has not prioritized addressing these
issues in the years following the audits. In fact, two subsequent GAO investigations found many of the same
risks as the FSA audits and made similar recommendations.® To date, the Department has not implemented
any of the eight GAO recommendations to improve program management and communication with
borrowers. And many of the issues FSA staff identified as plaguing FedLoan’s program implementation in 2017
persist. By failing to prioritize servicer oversight and program reform, thousands of borrowers may continue to
miss out on the benefits they’ve earned.

Issues FSA Staff Uncovered Years Ago Persist

Both the Department’s 2017 internal audit and recent GAO reports found that loan servicers, particularly
FedLoan, face challenges around key PSLF elements: verifying public service employment, counting qualifying
payments, and providing information to borrowers. Recent borrower complaints quoted below demonstrate
that as the Department delays action, servicers’ mismanagement of PSLF harms more public servants every
day.10

Employment Verification

The Department’s 2017 internal audit found that FedLoan created an ad hoc database of PSLF-eligible employers
to make eligibility determinations, but that errors pervaded this list. For instance, FSA’s audit identified at least
3,664 employers on FedLoan’s approved and conditionally-approved list that were likely religious organizations,
242 of which FedLoan listed as Government Organizations.!® Though FedLoan may have told borrowers
|
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employed by these organizations that they were on-track for PSLF, when they ultimately apply the Department
may deny them.!?

FSA found that FedLoan was also inconsistently adding employer organizations to its database, stating “There
appears no explanation as to why some entities (even common federal agencies such as the Department of
Education) would appear in the database while others would not.”*? FedLoan’s patchwork employer database
could cause the servicer to approve one employee, but deny their co-worker.

| submitted a request to FedLoan Servicing [about] my employer, the Department
of Interior Bureau of Land Management...they denied my employer.
Borrower complaint, May 2019

In 2018, GAO reported a parallel problem: The Department had failed to provide FedLoan with sufficient
information about qualifying employers. In that report GAO recommended that the Department could address
this program weakness by providing FedLoan with a comprehensive qualifying employer database.’* In 2019,
GAO reiterated that although the Department had not addressed this problem, if Education were to implement
GAQ’s recommendation it would “reduce the risk of errors”.!> The previously unreleased audit demonstrates
that FSA staff identified the issues pervading FedLoan’s employer database over a year before GAQO’s report.
Yet the Department reported not being on track to address this root cause of FedLoan misinformation until
some point in 2020, three years after FSA staff first reported the issue internally.®

The Department recently testified that it “encourage[s] borrowers interested in PSLF to submit an [employer
certification form] annually to receive feedback on the eligibility of their employment and payments on an
ongoing basis.” While the Department encourages borrowers to take responsibility for confirming their PSLF
eligibility, it has failed to take basic steps to protect borrowers following its advice from servicers that are ill-
equipped to respond accurately.

Qualifying Payment

In 2018, GAO also found that the Department does not ensure that borrowers’ prior loan payment information
is transferred in a consistent or accurate manner when loans are transferred to FedLoan.” However, these
issues existed for years, and FedLoan’s response to a second FSA review demonstrates the Department’s
awareness as early as January 2017.

The student loan servicer has mishandled my calculations about the number of PSLF
payments | made and will not respond with an updated count which | requested 14
months ago...I’'m told they have to count the payments “by hand” and going through
one month’s payment takes a person 30 minutes. Surely this is unreasonable for a
national agency who has won the sole federal contract to be the provider for PSLF?
Borrower complaint, February 2019
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In its response, FedLoan stressed the importance of FSA requiring all servicers to provide payment histories in a
similar data format but noted that FSA had failed to take this step.'® FedLoan recently told GAO they still receive
inconsistent and unreliable information from the other servicers, which increases the risk they will miscount
qualifying payments. The Department claimed that it will finally require other servicers to standardize the loan
information it sends to FedLoan by 2020, more than three years after FedLoan requested this change.

In addition to substantively failing borrowers by not immediately addressing this program weakness, the
Department’s inaction raises questions about its claims to borrowers. For instance, the Department’s website
asserts that after it transfers a borrower’s loans from one servicer to another, the borrower’s “previous loan
servicer and new loan servicer will work together to make sure that all payments [made] during the transfer
process are credited to [the borrower’s] loan account with the new servicer.”'® Further, the Department’s
representation — that servicers will “make sure” payment counts are transferred — implies a level of certainty
that is belied by FedLoan’s pending request for better data and GAO’s matching unresolved recommendation.

Confusing or Misleading information

Several reports have highlighted that the Department has failed to ensure that loan servicers provide borrowers
with consistent information on PSLF requirements.?® This has caused confusion as borrowers who thought they
were on track for forgiveness had in fact made no progress at all. For example, in 2018 GAO reported that over
370,000 interested borrowers had their employment and loans approved, two of the three steps needed to
qualify, but had not made any qualifying payments because they were enrolled in the wrong repayment plan,
among other issues.?! This suggests a critical informational disconnect.

A year before the GAO report, CFPB reported it had received numerous complaints that servicers did not tell
borrowers about PSLF even when they noted they worked in public service.?? Borrowers also complained that
after explicitly expressing interest in PSLF, their servicer enrolled them in a non-qualifying plan. As a result,
borrowers spent years thinking they were making progress towards forgiveness only to learn that their servicer
had misled them.

When | learned about [PSLF], | called my loan servicer and said, “I’m a teacher. What do | need to do
to qualify for the PSLF program?” | made these calls repeatedly to different loan servicers over a
span of several years. The answer was always the same: “Just keep making payments, and after
120, you will qualify.” After 10 years of making student loan payments... the Department of
Education denied my application for Public Service Loan Forgiveness. The reason, which no loan
servicer had ever raised, was that one of the loans was not a direct loan... | was told to reconsolidate
so that all my loans would qualify. Once | reconsolidated, | was transferred to Nelnet, and | called
and asked, “All of my loans qualify. What do | need to do now?” | was told that my qualifying
payments had been reset to zero and | would have to keep paying for 10 [additional] years.

Kelly Finlaw, September 2019
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The Human Cost of Education’s Inaction

The Department contracts with student loan servicers to help borrowers navigate PSLF but has failed to
meaningfully hold those servicers accountable or expediently make reforms recommended years ago by GAO,
FSA's staff, and FedLoan itself. Since FSA’s 2017 internal review, CFPB has received more than 600 complaints
from borrowers, nearly 80% of which asserted that the Department’ servicers communicated bad information
about PSLF or inaccurately counted borrower’s payments.?*> This only represents the fraction of borrowers
facing servicer issues who are savvy enough to file a CFPB complaint. But GAQ’s reporting on PSLF demonstrates
that these servicer errors pervade the program.

Public Service Loan Forgiveness Program Complaints

July 2017 - October 2019
14%

[l Received bad information about a loan

Trouble with how payments are being
handled
50.6%

B Problem with customer service

Other

These errors can trigger extra payments and interest charges, or render the borrower’s loans entirely ineligible
for PSLF, even after a decade working in public service.’* Many of these borrowers’ loan servicers had assured
them year after year that they were on track to qualify, only to receive a denial notice when they applied for
forgiveness. Had the Department acted in a timely manner, many of these borrowers would have no cause for
complaint.

Because of the lies | was told, repeatedly, | now have... [flour additional years of payments
(currently at {S1100.00} a month)... These years and these payments make a huge difference
in my daily life. | am a married mother to a toddler in full-time daycare. | have another child
on the way...the lies | was told by [my servicer] have had a lasting impact on my life.
Borrower complaint, July 2019

1 ———
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When GAO publicly revealed the extent of PSLF’s systemic program failures in September 2018, more than 150
Democratic members of Congress immediately demanded answers.?5 To date, the Department has failed to fully
respond to this request. Given this, and the Department's delay addressing the program’s core issues, the
Committee on Education and Labor called an oversight hearing to examine the Department’s mismanagement of
PSLF. At this hearing, the Trump Administration claimed that “[tlhe high denial rates in PSLF are by
Congressional design, not by accident or failed implementation by the Department.”?® In contrast to the
Department’s account, the previously unreleased audits attached to this report tell a story of
Departmental inaction despite being repeatedly presented with evidence of crisis.

Instead of focusing on what borrowers and Congress can do to improve PSLF, Education must address its long-
standing issues managing the program. These issues were raised by FedLoan in January 2017, by FSA in 2017,
by GAO in 2018 and again in 2019. Each of these four documents include specific steps that the Department
should immediately take to improve program performance without legislative action. While each of the
improvements is not a panacea, borrowers’ outcomes would improve if the Department prioritized PSLF
program reform and engaged in rigorous servicer oversight. Until the Department faithfully attempts to fix the
longstanding issues plaguing PSLF implementation loan servicers will trudge on, fomenting false expectations
and frustration amongst the nation’s public servants.

Please please please help, | feel like | am screaming into a &!#% void
Borrower complaint, July 2019

1See Public Service Loan Forgiveness: Education Needs to Provide Better Information for the Loan Servicer and Borrowers. GAO-18-
547. Washington, D.C.: Sept. 5, 2018

2 See id.; Public Service Loan Forgiveness: Improving the Temporary Expanded Process Could Help Reduce Borrower Confusion. GAO-
19-595. Washington, D.C.: Sept. 5, 2019; Public Service Loan Forgiveness: Opportunities for Education to Improve Both the Program
and Its Temporary Expanded Process, GAO-19-717T. Washington, D.C.: Sept. 19, 2019.

3 See Reissuance of Final Audit Report, “Federal Student Aid: Additional Actions Needed to Mitigate the Risk of Servicer
Noncompliance with Requirements for Servicing Federally Held Student Loans.” Control Number ED-OIG/A05Q00080IG at 17
Washington, D.C.: Mar. 5, 2019.

4 See Staying on track while giving back: The cost of student loan servicing breakdowns for people serving their communities. CFPB.
June 2017. See also, Letter from Director Kathleen L. Kraninger, Consumer Financial Protection Bureau, to Senator Elizabeth Warren
(Apr. 23, 2019) (online at www.npr.org/documents/2019/may/042319-letter.pdf).

5 See Federal Student Loans: Education Could Improve Direct Loan Program Customer Servicer and Oversight. GAO-16-523.
Washington, D.C.,: May 16, 2016.

6 Letter from Colorado Attorney General, et. al., to Secretary Betsy DeVos, U.S. Department of Education

(Apr. 4, 2019) (online at https://portal.ct.gov/-/media/AG/Press_Releases/2019/Final-AG-Letter-to-ED-

44.pdf?la=en).

7 Two previously undisclosed audits are attached to this report. Exhibit 1, Dep’t of Education, Office of Federal Student Aid, Report
on Fedloan Servicing Dated Oct. 25, 2016. Exhibit 2, Dep’t of Education, Office of Federal Student Aid, Report on Fedloan Servicing
Dated July 27, 2017.

8 Public Service Loan Forgiveness: Education Needs to Provide Better Information from the Loan Servicer and Borrowers, GAO-18-547.
September 5, 2018: Washington, D.C.; and Public Service Loan Forgiveness: Improving the Temporary Expanded Process Could Help
Reduce Borrower Confusion, GAO-19-595. September 5, 2019: Washington, D.C.

% See Public Service Loan Forgiveness: Education Needs to Provide Better Information from the Loan Servicer and Borrowers, GAO-18-
547. September 5, 2018: Washington, D.C.; and Public Service Loan Forgiveness: Improving the Temporary Expanded Process Could
Help Reduce Borrower Confusion, GAO-19-595. September 5, 2019: Washington, D.C.

10 All borrower complaints cited below were collected from CFPB’s Consumer Complaint Database accessible at
https://www.consumerfinance.gov/data-research/consumer-complaints/.
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11 See Exhibit 2 at 4. (“As an example, a simple search of all approved and conditionally approved employers, for key words such as
"church," "catholic," and "Christ," show that 3,664 unique organizations are affiliated with these terms. Simply by researching these

organizations, one can reasonably conclude that they are religious in nature; nevertheless, 242 of these organizations were reported
as "GO" or government organization.”)

12 Education’s PSLF regulations exclude employers “engaged in religious activities, unless the qualifying activities are unrelated to
religious instruction, worship services, or any form of proselytizing.” 34 C.F.R. § 685.219.

13 See Exhibit 2 at 5.

14 See Public Service Loan Forgiveness: Education Needs to Provide Better Information from the Loan Servicer and Borrowers, GAO-
18-547. September 5, 2018: Washington, D.C.

15 public Service Loan Forgiveness: Opportunities for Education to Improve Both the Program and Its Temporary Expanded Process,
GAO-19-717T at 10. Washington, D.C.: Sept. 19, 2019.

16 /d, at 10. (“However, Education said more specific information to help the PSLF servicer make employer eligibility determinations
and an employer database will not be available until 2020.”)

7According to GAO “Borrowers interested in pursuing loan forgiveness under PSLF, or the temporary expanded process, must have
their loans eventually transferred to Education’s sole PSLF loan servicer in order to proceed.5 This designated PSLF servicer handles
day-to-day activities associated with the PSLF program.” Public Service Loan Forgiveness: Opportunities for Education to Improve
Both the Program and Its Temporary Expanded Process, GAO-19-717T at 3.

18 See Exhibit 1 at 10.
19 https://studentaid.ed.gov/sa/repay-loans/understand/servicers

20 See Public Service Loan Forgiveness: Education Needs to Provide Better Information for the Loan Servicer and Borrowers. GAO-18-
547. Washington, D.C.: Sept. 5, 2018; Public Service Loan Forgiveness: Improving the Temporary Expanded Process Could Help

Reduce Borrower Confusion. GAO-19-595. Washington, D.C.: Sept. 5, 2019; Public Service Loan Forgiveness: Opportunities for
Education to Improve Both the Program and Its Temporary Expanded Process, GAO-19-717T. Washington, D.C.: Sept. 19, 2019; See
Staying on track while giving back: The cost of student loan servicing breakdowns for people serving their communities. CFPB. June
2017.

21 See Public Service Loan Forgiveness: Education Needs to Provide Better Information for the Loan Servicer and Borrowers. GAO-18-
547 at 11-13. Washington, D.C.: Sept. 5, 2018.

22 See Staying on track while giving back: The cost of student loan servicing breakdowns for people serving their communities. CFPB.
June 2017.

23 Data was generated through the Consumer Financial Protection Bureau’s online Consumer Complaint Database using the search
term “public service loan forgiveness” and a date range of July 1, 2017 through October 9, 2019. The data was further filtered by
“student loans” and “federal student loan servicing”. This resulted in 606 complaints with the following sub-issues: 307 related to
“receiving bad information about your loan”, 175 related to “trouble with how payments are being handled”, and 39 related to
“problem with customer service”. The remaining 85 complaints are grouped in the “other” category. CFPB’s complaint database
available at https://www.consumerfinance.gov/data-research/consumer-complaints/.

24The report analyzed complaints submitted by borrowers from March 1, 2016 through February 28, 2017. Almost a quarter of the
complaints it received against FedLoan regarded its management of the PSLF program. CFPB, Staying on track while giving back: The

cost of student loan servicing breakdowns for people serving their communities. June 2017.
25Chairman Robert “Bobby” Scott et al, Letter to Secretary Betsy DeVos (October 16, 2018).”

26 https://www.nbcnews.com/business/consumer/congress-promiSed-teachers-student-loan-forgiveness-hired-loan-companies-M
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EXHIBIT 1
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Department of Education in complying with its legal obligation to collect federal student loan
debt. These work products may also be used to inform the creation of future Department
and FSA policies.



Review Methodology

REVIEW OBJECTIVE

Review accounts to determine if qualifying payments have been properly counted
and tracked. The review will include an analysis of manual and automated payment
counts.

STANDARDS

The Public Service Loan Forgiveness program is authorized under the William D.
Ford Federal Direct Loan Program under Title IV, Part D of the Higher Education Act
of 1965, as amended, 20 U.5.C. 1087e{m) et seq, and the regulations thereof (34
CFR §685.212(i) and §685.219).

Other program requirements include Federal Loan Servicer Requirements, and PSLF
Single Servicer Business Requirements.

METHODOLOGY
Sampling.

From a population of 449,640 borrowers participating in the Public Service Loan
Forgiveness program, 40 accounts were chosen by random sample to be reviewed.
FSA staff completed a review of 34 accounts.

Materials Requested.

While on-site, the review was performed using access to FedLoan Servicing’s Loan
Servicing platform (“HERA/COMPASS")}, FedlLoan Servicing’s Imaging systems,
NSLDS, independent research of employers using NCES, and the IRS’ Charitable
Organization Lookup. Additional information and clarification was requested from
the servicer as needed.

Testing.

The review team examined the following to ensure that business requirements,
regulations, and Change Requests were followed properly in the servicing of the
PSLF borrowers:

« System notes, account information, and recipient histories.

e Imaged forms and letters as compared to information on servicer’s system.

s« Servicer processing of ECFs including validation of data and employer
eligibility as compared to requirements.

¢ Payment history review and comparison of qualifying payments to servicer
records.



Review Observations

The review team observed FedlLoan Servicing’s general Public Service Loan
Forgiveness processing procedures, which included Employment Certification Form
("ECF"} validation, qualifying payment ("QP”) counts, and PSLF call monitoring. The
review team notes no issues in the areas of ECF validation and PSLF call monitoring
at this time. The review team did, however, note areas in which general processing
could be enhanced to achieve greater efficiency and clarity in communication{s) to
program participants.

EMPLOYER CERTIFICATION FORMS
ECF Borrower Communication

While there were no issues identified in the review of ECFs, the review team
identified some conflicting information in a denial notice sent in response to one
ECF. An EFC reviewed was found to have conflicting information; however, the
denial notice stated that the EFC had missing information, which was inaccurate.
The review team notes that FedlLoan Servicing’s notice is a template, and has
multiple denial reasons that can be used; the assumption is that FedlLoan Servicing
uses the closest response to what is actually needed. However, the closest
response may not always be accurate and could be misleading to an applicant.

QUALIFYING PAYMENT COUNTS

Approximately 53% of the accounts reviewed had zero (0) qualifying payments,
and of that cohort 39% were in an ineligible repayment plan and 61% of the cohort
had qualifying periods of employment that ended more than one (1) year ago.
Common reasons for zero (0) qualifying payments are:

1) borrower making payments but had no current ECF to allow counting of

current payments;

2) borrower is on an ineligible repayment plan; and,

3) the employment certification provided precedes the qualifying loan(s}

(e.g. borrower consolidated).

Manual Count of Qualifying Payments.

There were no qualifying payment issues observed in this area. Utilizing the
servicing histories provided, and the Public Service Loan Forgiveness Payment
Tracker ("PSTRK"™), the review team was able to confirm that 100% of the manually
counted qualifying payments reviewed during this visit were tracked and recorded
correctly.



Automated “System” Count of Qualifying Payments.

The review team found one (1) instance in which qualifying payments were not
correctly tracked and recorded by FedLoan Servicing’s automated account scripting.
This represents a 3% (1 of 34 accounts) error rate in system-counted qualifying
payments.

Further research on the one (1) account-related issue shows the following:

In the specific instance observed, FedLoan Servicing determined that a Direct
Consolidation Loan borrower (Sample #354432) was entitled to receive
credit for three (3) qualifying payments, which were made at a prior servicer.
The manual calculations performed by FedlLoan Servicing’s staff were
performed correctly. However, the same payments were analyzed and
recorded by FedLoan Servicing's automated account scripting, and the results
differed from the manual calculations performed by staff.

Specifically, the automated account scripting credited three (3) gqualifying
payments towards only one portion of the Direct Consolidation Loan, and
credited only two (2} qualifying payments towards the other portion of the
Direct Consolidation Loan. This resulted in the borrower having different
expected forgiveness dates, for the same Direct Consolidation Loan.

FedLoan Servicing initially believed that the root cause of the issue was due
to payment splitting. Payment Splitting relates to how payments are split
across multiple portions of the same loan. In some instances, when a
payment is split across multiple loan sequences, an amount credited towards
one portion of a loan may appear short and cause the system to undercount
the number of qualifying payments on that one portion.

Further research revealed, however, that payment splitting was not an issue
in this observation. Rather, the root cause of the issue was due to data
updates occurring after the initial supplemental/automated processes had
already occurred on the account. FedLoan Servicing reported that when an
account update occurs after the initial supplemental file/automated process,
this will at times reinitiate the supplemental/automated process thereby
causing automated account scripting to run a second time, but stops after
updating only one loan sequence. In this particular case, the supplemental
file/automated process did run a second time and automated account
scripting captured a qualifying payment that was previously manually
counted. This caused an increase in the system-counted “pre-conversion”
qgualifying payments on one loan seguence; the other loan sequence was
unaffected.

In this particular observation, on both loan sequences, FedLoan Servicing
initially credited one (1) manual “pre-conversion” and two (2} system-
counted “pre-conversion” qualifying payments. However, after the
supplemental/automated process was reinitiated, the system count of



qualifying payments increased to three (3) on one loan sequence thereby
causing the borrower to have one (1) more qualifying payment than he was
eligible to receive. The review team noted that when the
supplemental/automated process was reinitiated, it did not remove the
manually tracked payment on the affected loan even though the manually
tracked payment was now included in the system-counted qualifying
payments. FedlLoan Servicing reported that it is aware of the aforementioned
issues and believes these issues may be resolved in upcoming PSLF changes
though no projected dates were provided. Moreover, FedLoan Servicing
indicates that these occurrences are typically discovered when borrowers call
regarding qualifying payment discrepancies which is not an accurate or
recommended way to ascertain these issues.

SUPPLEMENTAL FILE

The review team found one (1) instance in which there was an error in data
transferred as part of the supplemental file process. This represents a 3% {1 of 34
accounts) error rate.

Further research shows the following:

In the specific instance observed (Sample #341489), a borrower’s IDR certification
date appeared to have become out of synch somewhere in the transfer process
between Navient and FedLoan Servicing. On 12/28/12, the borrower was placed on
an IBR plan with a zero ($0) dollar monthly payment with an annual re-certification
date of 12/28/13. This information was not accurately added to FedLoan Servicing’'s
loan servicing platform and the borrower’s certification date was changed to
07/28/2013 resulting in an inaccurate reduction of the borrower’s annual
certification period and caused a recalculation of the borrower’s monthly payments
sooner than otherwise required. It is not clear where this issue originated; however,
whether on Navient's or FedLoan Servicing’s end, it is evident that there is a need
for a robust quality assurance check of supplemental files.



Risks and Resolution/Recommendations

POTENTIAL RISK

Potential risks are defined as system constraints, processes, and operator errors
that have the potential to incorrectly credit, remove, or under/over counting of
Public Service Loan Forgiveness qualifying payments. The review team noted the
following scenarios, which represent potential risks:

The review team observed that there is no measure in place to ensure that
gualifying payments counted by HERA/COMPASS are correct, or that info
transferred into HERA/COMPASS is accurate via the supplemental file; this is
true even when FedLoan Servicing staff is conducting a manual review of an
account to manually calculate qualifying payments. This represents a
potential risk and a missed opportunity, as incorrect data loaded into
FedLoan Servicing’s loan-servicing platform can cause HERA/COMPASS and
automated account scripting to inaccurately count qualifying payments. Case
in point is the loan with a recalculated IDR repayment schedule/certification
date (Sample #341489).

The automated account scripting issue discussed earlier also represents a
potential risk, as this issue would not be routinely discovered. Currently
FedLoan Servicing indicates that it runs quality assurance queries to identify
specific automated account scripting errors; however, it appears that such
gueries would be insufficient in capturing the type of issue observed by the
review team. As mentioned earlier, to identity the type of issue observed by
the review team, FedlLoan Servicing would rely on borrower escalation.
Relying primarily on borrowers to raise issues is not an effective accounting
control, and often borrowers are not knowledgeable to discern these types of
gualifying payment counting errors.



RESOLUTION NEEDED/RECOMMENDATIONS

As borrowers will begin to receive forgiveness under the Public Service Loan
Forgiveness program in Qctober 2017, it is imperative that FedLoan Servicing and
FSA partner to ensure only those truly eligible for forgiveness receive this benefit.
To do this, both partners need to immediately put into place frequent quality
assurance checks that look at qualifying payment counts made by automated
account scripting, manual processes, and those tracked by FedlLoan Servicing loan
servicing platform (HERA/COMPASS). FedLoan Servicing only performs quality
assurance on a sample of manually tracked payments, and on payments counted
via automated account scripting; however, FedLoan Servicing’s quality assurance
would not capture issues caused by automated account scripting being reinitiated
as discussed in the aforementioned screnario. As a general practice, FSA believes
that FedlLoan Servicing should perform a quality assurance review on all types of
payment counts whether being counted initially or subsequent to account updates.

FedlLoan Servicing Response received via email November 4, 2016:

As part of the PSLF reset that will begin in April 2017, we will be recounting
qualifying payments previously captured by supplemental file process, manual
processes, and the FedlLoan Servicing platform. This will result in a quality
assurance opportunity for afl borrowers resubmitting Employment Certification
Forms (ECFs). Conducting a broad quality assurance review at that time wifl
minimize conflicting communication to borrowers in contrast to conducting mulitiple,
overlapping quality assurance efforts of prior ECFs in the interim.

Going forward, in addition to our present efforts, we will perform quality assurance
of a random statistical sample of system counts each week to identify if there are
unknown initial system issues. We will also develop a data analytics report to
identify anomalies such as the issue in the sample account. While this was not an
initial system counting flaw and would not be caught in a weekly system check; it
was the result of system initiated process after the original payment evaluation.
Data analytic reporting will quickly and accurately identify issues such as this,
where accounts whose qualifying payments exceed the number of eligible months.
These changes will be implemented effective December 1, 2017.

Moreover, we emphasize our agreement with FSA’s recommendation for, and our
wilfingness to support, expanded FSA quality assurance and monitoring.

Quality Assurance.

In reviewing past monitoring reports, it has been noted that errors resulting from
automated account scripting has been a recurring issue. Recent monitoring reports
suggest that changes have been made to reduce the number of errors in this area.
Before we can understand the scope of this potential risk and determine the
necessary quality assurance needed, we need to understand what has been done to
address errors in this area and what opportunities still exist.



It is therefore recommended that FedlLoan Servicing prepare a detailed analysis of
this error identifying changes made to mitigate identified issues, and identify what
changes and resources are needed to close additional gaps. The analysis should
include a detailed description of all quality assurance efforts, the frequency of such
efforts, and the overall scope (e.g., issues looked at and the number of accounts
reviewed). FedLoan Servicing should provide this information by 11/18/16. This
information may be delivered as part of a meeting with FSA provided a written
analysis be given at such time.

FedLoan Servicing Response received via email November 4, 2016:
We expect to provide this information on or before November 18, 2016.

FedLoan Servicing Response received via email November 18, 2016:

On November 8, 2016, PHEAA began a weekly QA process on the PSLF
Supplemental files received from the other TIVAS. After analyzing historical
supplemental files, PHEAA has identified six categories where a reasonable
statistical sampling should and will occur weekly to mitigate the risk. Those
categories include:

1. Consolidation loans with mismatched payment counts

2. Non-Consolidation loans with same repayment start date and mismatched
payment counts

3. Loans which have been in repayment prior to the switch to direct lending

4. Loans with 50 or more qualifying payments

5. loans that have a repayment start date in the future but still have a
gualifying payment count

6. All other loans that due not fall into one of the above categories.

Should any category exhibit a higher than acceptable error rate, PHEAA will
increase the size of the sample to be reviewed for that category.

We have assembled a team to perform a robust analysis of the entire qualifying
payment counting process, including the issue observed in the referenced Sample.
This team has commenced a review of our current automated and manual
processes to establish a roadmap of system and operational improvements. The
goal of the roadmap is to identify the efforts that will improve the accuracy and
efficiency of the current gualifying payment processing. We will coordinate these
changes with recounting efforts that will begin in Aprit 2017. We are targeting the
end of January 2017 to have our roadmap developed and at that time we would
share our vision for the future state with FSA, along with details of areas of risks
and the recommendations to address them. These recommendations will include
additional QA and potential operational or system changes.

FedLoan Servicing Response received via email January 31, 2017
completing the review of their current processes to establishing a roadmap
of system and operational improvements:

As FSA suggested during their on-site visit and subsequent site report, PHEAA has
made great strides in reducing the number of errors as a result of automated and



manual payment counting, including changes to account for discrepancies across
the various systems that may manage borrower accounts prior to their tracking in
Public Service loan Forgiveness (PSLF). Beyond facilitation of the earliest
supplemental files and day-to-day coflaboration with servicers to understand and
interpret the program, we have identified and corrected issues — most recently PSLF
due date vs. effective date payment counts — to ensure accuracy in borrower
qualifying payments as often as possible. Such accuracy in administering the
program has certainly come with some unique challenges initially unknown to
PHEAA, but we continue to work diligently, in cooperation with FSA, to resolve
process issues for the benefit of borrowers and FSA.

Our pre-existing quality assurance processes have helped to limit borrower issues
and inaccuracies in our qualifying payment processes - both manual and
gutomated.

Automated processes - For automated processes, PHEAA historically performed
quality assessments with the implementation of any change to established
automation, or if we were alerted to a concern through an existing channel. On
November 8, 2016, we began a weekly QA process of the P5LF Supplemental files.
After analyzing historical supplemental files, we identified areas of potential risk and
began a weekly statistical sample of each category. If errors are identified in any
category, an additional sample is performed for that category. Processors perform a
manual review of all identified areas of risk and make appropriate corrections if
necessary.

The categories include:

. Consofidation foans with mismatched payment counts

. Non-Consolidation foans with same repayment start date and mismatched
payment counts

. Loans which have been in repayment prior to the switch to Direct Lending

. Loans with 50 or more qualifying payments

. Loans that have a repayment start date in the future but still have a
gualifying payment count

L Loans that have more payments than ECF months

. Level schedules received with less than 120 months

Manual processes - In addition, we perform manual processing quality assurance
weekly based on the potential risk for errors. New hires are QAd at 100 percent for
8 weeks, with an extended QA period, if necessary, based on productivity and error
rates. All other manual processing QA is a random selection based on the
borrower’s number of loans. If any manual errors are identified, processors are
counseled and additional training is offered.

Borrower QA Percentage

1-4 foans 1%
5-9 foans 1%
10+ toans 10%



In addition to the detailed quality assurance efforts we alfready perform, as a
proactive partner with FSA, PHEAA recognizes that some of these issues - such as
program complexities and time-intensive manual processes - also create
opportunities for sensible process enhancements, additional quality assurance, and
improved user experiences. These improvements could result in fess confusion and
more satisfaction among participating borrowers.

For example, please consider that PHEAA expected, as part of the original PSLF
proposal, that FSA would require all servicers to provide payment histories in a
similar data format that would enable automated processing. This has not occurred,
which requires borrowers with multiple prior servicers to be manually processed.
This manual work increased processing time for a significant volume of borrowers
and created a higher risk for error, which we must now account for through quality
assurance processes and system improvements.

While PHEAA is committed to an accurate and timely qualifying payment count for
borrowers, these unexpected complexities are counterintuitive to these efforts and
our shared goals. While cur response to FSA’s Servicing Review addresses specific
issues, we would fook forward fo an opportunity fo discuss our resolutions and
recommendations for a flarger solution to manual complexity issues of the PSLF
qualifying payment process. The ability to store svstematically historical
information from multiple servicers is an effort that would require time to develop,
but would provide benefits to both FSA and PHEAA. This historical repository would
also allow for any unexpected changes in program guidefines.

In the meantime, we have completed a thorough review of PSLF’s automated and
manual processes to identify appropriate improvements. These enhancements,
along with existing or anticipated FSA change requests, are included in Attachment
1 (PSLF Project Plan). The PSLF Project Plan includes both changes we have
identified that FSA can help make to prevent inaccuracies in PSLF Qualifying
Payment counts, and changes that PHFEAA can make to correct system or manual
issues we found in our review. The number of potential impacted borrowers is also
provided when available.

Short-Term Opportunities - As described in Attachment 1, for several issues that
FSA and PHEAA can improve, we will begin weekly queries on February 6, 2017 to
prevent issues going forward, and will make appropriate adjustments to borrower
cases if/when subsequent ECFs are submitted.

Quality Assurance - In addition to proactive fdentification of known scenarios for
FSA or PHEAA to improve, PHEAA will enhance current quality assurance efforts.
The quality assurance approach will include manual and automated processing
described above, as well as a review of borrowers approaching potential foan
forgiveness. Manual processing quality assurance and automated processing will
continue to be performed weekly based on the potential risk for errors.

Borrowers Approaching Potential Forgiveness - PHEAA will complete a full review by
Aprit 14, 2017 of the 207 potential borrowers eligible for forgiveness in 2017. These
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borrowers were identified by ECFs submitted covering employment in 2007 who
also had qualifying payments in 2007 and continued to make monthly qualifying
payments on any subsequent ECFs after 2007.

Long-Term Opportunities - After making the applicable system adjustments
described n Attachment 1 (PSLF Project Plan) and obtaining and implementing
guidance from FSA on the remaining guidance reqguests, PHFAA proposes to
perform a gqualifying payment recount for any borrower submitting a new FCF. Such
reviews would be prioritized based on the borrower’s  proximity to  foan
forgiveness. Accordingly, PHEAA would continue to monitor borrowers approaching
forgiveness and identify those borrowers for validation and review. Since this
recount has several dependencies, including pending FSA guidance and change
requests, the recount and methodology should be coflaboratively defined with
PHEAA and FSA, with focus on minimizing impact and confusion for borrowers.

PHEAA would like to propose we include a discussion item to review the current
PSLF guidance. While the intent of PSLF is to encourage student loan borrowers to
work fuli-time in public service jobs, PHEAA could partner with FSA to make
worthwhile recommendations that would improve clarity for the borrower while stilf
achieving the intent of the program. This could also eliminate the potential for the
disqualification of borrowers at forgiveness due to unintended technical issues that
would not be the fault of the borrower, such as a disparity of data received from
multiple servicers. PHEAA continues to suggest that FSA credit a borrower for a
PSLF qualifying payment regardiess of the method or timing of the payment whife
still requiring 10 years of qualifying employment. This could further be clarified that
any instaliment payment that is satisfied not later than 15 days after the scheduled
due date becomes a qualifying payment as of the due date for that specific
instaliment. This guidance would provide clarity to borrowers and at the same time
achieve the intent of the program.

General Public Service Loan Forgiveness Processing.

Currently, inbound calls from borrowers participating in Public Service Loan
Forgiveness program are directed to Public Service Loan Forgiveness telephone
staff though it does not appear that the callers have to indicate that they have a
Public Service Loan Forgiveness guestion/concern. This observation is based on the
fact that the review team listened to a variety of call scenarios that were handled
by Public Service Loan Forgiveness telephone staff that were not related to the
program. In the interest of efficiency and accurate call center reporting, it is
recommended that FedLoan Servicing make changes to call center processes to
ensure that only those calls that truly relate to Public Service Loan Forgiveness are
directed to such a work queue.

FedLoan Servicing Response received via email November 4, 2016:

We acknowledge that directing only calls that truly relate to PSLF to telephone staff
who have been specially trained to handle more complex PSLF calls will promote
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efficiency and accuracy, both of service and of reporting. To promote this, we are
reviewing options for changes for future potential implementation.

Lastly, FSA recommends that FedlLoan Servicing review communication templates
and revise denial reasons to accurately depict any missing denial reasons such as
conflicting information identified during the review. In the meantime, if no denial
reasons provided in their template are accurate for the circumstance, then a
customized letter should be sent to the borrower,

FedLoan Servicing Response received via email November 4, 2016:

We have been working on a project to create a new interface with which to process
ECFs. This processing interface will systematically capture, store, and communicate
denial reasons that provide more specificity to the borrower regarding why we could
not accept the ECF as submitted. We recently provided a suggested draft of the ECF
Denial communication to FSA for review. We will fook to update the system denial
letter to account for this scenario in the future.

Until those efforts are in production, we have implemented an updated workflow fo
send communications to a borrower if the existing system denial reasons do not
apply. We wifl create a new communication to account for scenarios when a
borrower submits muitiple ECFs that contain conflicting information which resuift in
additional information being needed from the borrower. This includes EIN,
Employment Begin Date, Hours Per Week, or Employment Status (Full Time/Part
Time). PHEAA will draft the applicable communications and submit to FSA for
Special Program communication review by November 11, 2016.

FedLoan Servicing Response received via email November 14, 2016:
FedLoan submitted the borrower communication that will accommodate denials due
to multiple ECFs containing conflicting information to FSA's Non-Standard and
Special Programs Communication Review team today. As you likely know from
your assistance with such reviews, we will typically receive responsive feedback
within ten business days.

FSA Reaction to all FedLoan Servicing Responses:

FedLoan Servicing provided all requested responses by Friday, 11/04/16 and we
have no further questions or issues with their responses. FSA will add the items
discovered in this site visit to our quarterly monitoring review components
completed by the Monitoring Team as well as add an emphasis on those items in
our future on-site reviews.

FedLoan Servicing was given until Friday, November 18 to complete an analysis on
the automated account scripting issue. FSA received their response on 11/18/16,
included in this final report. They have identified several risk categories they will
be monitoring and have set dates in 2017 to complete the review of their current
automated and manual processes to establish a roadmap of system and operational
improvements (late January 2017) which are now included in this report and to
coordinate needed changes with recounting efforts (beginning April 2017.) FSA has

12



added these open items to the Servicer Liaison Issue Tracker database to keep
track of FedLoan’s timeliness of actions and resolutions.

Additional FSA Reaction to FedLoan’s Recent Response dated January 31,
2017:

FedLoan provided a review of their current automated and manual processes to
establish a roadmap of system and operational improvedments and provided FSA a
summary of those processes and recommendations dated January 31, 2017. With
FedLoan’'s weekly QA process of PSLF Supplemental files, several areas of potential
risk were identified and processors perform an additional manual review of all
identified areas of risk and make appropriate corrections if needed. We agree with
this new QA process and applaud FedLoan for their efforts.

We are in receipt of Fedloan’s recommended changes to the program. As stated
above in FSA’s original response, all FedLoan open items have been added to the
Servicer Liaison Issue Tracker to track FedlLoan’s timeliness of actions and
resolutions.
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FedlLoan Servicing: Public Service Loan Forgiveness Review REPORT DATE: July 27, 2017

Executive Summary

This review focused on servicing of loans for applicants of the Public Service Loan
Forgiveness Program. All applicants under this program held loans made under the
William D. Ford Federal Direct (“Direct”) Loan Program authorized under Title IV of the
Higher Education Act of 1965, as amended, as amended, 20 U.S.C. 1087a et seq. (34
C.F.R. Part 685). The Public Service Loan Forgiveness (“PSLF”) program is authorized
under the William D. Ford Federal Direct Loan Program under Title IV, Part D of the Higher
Education Act of 1965, as amended, 20 U.S.C. 1087e(m) et seq., and the regulations
thereof (34 CFR 8685.212(i) and §8685.219)

This report examines FedLoan Servicing’s handling of:

1) PSLF Employer determinations to include a review of their approval and denial
process, and a review of the employer escalation process;

2) PSLF Qualifying payment counts to include a review of payments counted manually
and via automated processes;

3) PSLF Quality assurance measures currently in place and those most recently
implemented as a result of PSLF site visit October 2016; and

4) Implementation of recently issued guidance resulting from Business Requirement
Change Requests 3757 and 4141".

This report also delineates observations from pre-examination reviews of the
data/information provided by the PSLF servicer, as this information was discussed while
on-site. This report identifies key observations made while on-site and corresponding
recommendations to remedy issues identified; in total, the review team made four (4)
process and procedure observations and seven (7) account related ohservations; the team
also provided corresponding recommendations.

' CR 4141 is an informational only CR that provides guidance on qualifying payment counting. CR
3757 is the PSLF forgiveness CR that lays out the forgiveness process for applicants and the PSLF
servicer,
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FedlLoan Servicing: Public Service Loan Forgiveness Review REPORT DATE: July 27, 2017

The nature of this review was a bit different from past reviews in that it consisted of a
cross-functional team comprised of FSA’s Process Monitoring Group, Program
Management, and the Servicer Oversight/Liaison team. In past on-site reviews, the focus
has primarily been on validating qualifying payment counts. This on-site review was
broader in nature due largely to the increased focus on the PSLF servicer’s handling of
employment determinations. As such, leading up to the review the review team expressed
a desire to have key staff available during the duration of the review from key areas such
the PSLF servicer's Employer Certification processing business unit, Employer
Determinations Compliance unit, and Qualifying Payment processing business units. Key
staff members from the employer certification/ determination business units were not
present during the duration of the review, and as such, the review team’s ability to
examine all aspects of this newer review area, and address unanswered questions, was
delayed to some extent; ultimately all questions and issues were addressed. Additional
review of employer determinations is needed and will be conducted during off-site
monitoring activities if possible. Based on the current annual monitoring schedule, we
expect this to be as early as 11/2017.

This report contains three unique responses from the PSLF servicer. On page 14, readers
will find responses to all on-site questions that were formulized and provided after the
duration of the review; page 18 contains the PSLF servicer’s initial responses to the draft
report; and page 28 contains the PSLF servicer's amended response drafted in response
to FSA’s request for clarification.
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On-site Observations

The review team ohserved FedlLoan Servicing’s PSLF servicing in the areas of employer
determinations, qualifying payment counts, quality assurance of the PSLF processing, and
implementation of technical guidance related to PSLF. Each subsection to follow delineates
the team’s observations.

PSLF Organization database
Organization Reporting.

The team’s review of this area consisted of monitoring of sample accounts and pre-
examination activities (i.e. reviewing list of approved organizations and rescinded
approvals). Because of pre-examination reviews, the team noted concerns in how
Employer Certification form (“ECF”) information is recorded and reported by the PSLF
servicer. The team found instances in which data from the PSLF Organization database
inaccurately reported employer types. As an example, a simple search of all approved and
conditionally approved employers, for key words such as *“church,” *catholic,” and
“Christ,” show that 3,664 unigue organizations are affiliated with these terms.? Simply by
researching these organizations, one can reasonably conclude that they are religious in
nature; nevertheless, 242 of these organizations were reported as “GO” or government
organization.

Additionally, a random review of the approved and conditionally approved list of
organization shows that the following organizations are reported as government
organizations as well:

e FAMILIES FIRST OF MN CCRR (EIN 38-2575895)

» FACE TO FACE HEALTH & CONSELING (EIN 41-0986780)
e PARENTS IN COMMUNITY ACTION (EIN 41-0986226)

e SEGUE, INC. (EIN 38-2643107)

e DOMUS VITA (EIN 38-2651006)

However, a simple name search for each reveals that they are private or non-profit
organizations. The PSLF servicer reports that, while processors” research may reveal the
nature of the employer, they enter the employer as shown on the ECF. This concerned the
review team given that this very same data is used in PSLF reports provided to FSA and
the public that delineates the makeup of PSLF participants®. Based on the review team’s
findings, it is likely that these numbers are not an accurate representation of the PSLF
population. Moreover, the PSLF servicer has recently implemented an optical character
recognition process whereby employer information and type is inserted into the system

2 This is based on ECF data provided by the PSLF servicer on 05/31/2017

* The most recent IDR PSLF Characteristics Report for June 2017 reports a makeup of 62%
government, 38% Public, Non-Profit, .15% Private, Non-Profit, and .18% Other.
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automatically. While the PSLF servicer will gain efficiency with this process, this may
increase the likelihood that inaccurate information is reported as there will be no
intelligent (or common sense) validation; the system will enter information as it is written
on the form despite the research performed by processors.

Additionally, the review observed instances in which the PSLF servicer entered generic
identifiers {e.g. employer name “.” and EIN 999999999 or 111111111). Referring to the
PSLF servicer’s procedures and when questioning staff on-site, it was revealed that this is
the standard practice in cases where a borrower is denied for having no eligible loans. All
employers associated with this cohorts ECFs are represented in the PSLF Organization
database by the entry of “.” This means there is a great likelihood, that when providing
listings of EINs for all approved and denied ECFs that the data presented is incomplete
and likely missing a large number of employers who are all represented by the generic

o

identifier of “.” {period).
Database Consistency.

The review team noted that when searching organizations connected to some accounts
sampled, there were no entries even though the ECF was approved or denied. The PSLF
servicer reports that not all organizations are entered into the database; only
organizations that cannot be conclusively identified using approved resources are entered.
However, when searching EINs for government agencies found in the sample population,
the review team was able to find several instances in which the organizations were
entered into the PSLF Organization database for other borrowers, but not those sampled.
The review team notes that while the employer was the same for each borrower (e.g.
state or county government), the agency or department within that employer was
different. However, processors would have been able to equally locate each agency or
department shown in the database using the state or local government’s name, URL, et
cetera. There appears no explanation as to why some entities (even common federal
agencies such as the Department of Education) would appear in the database while others
would not. It does not appear that processors are consistent in their use in this respect.

On the other hand, the review team also noted instances in which organizations were
included in the PSLF Organization database when the PSLF servicer's policy stipulates they
should not be included. The review team found instances in which ECFs were denied, but
the employer was nevertheless entered into the PSLF Organization database. When
guestioned about this, the PSLF servicer indicated that at times some processors would
enter organizations into the database even when it is not required; this is common
amount newer processors.

Employer Certification and Determinations

The team’s review of this area consisted of monitoring of sample accounts, direct
observation of ECF processing and determinations, and a high-level review of the ECF
processes and procedures. The review team notes several issues and concerns in this
area.
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ECF Decision Notices.

FSA PSLF Business Requirement 206.01 requires that a separate written communication
be provided to borrowers conforming that a certification form was received; informing the
borrower of the process of validation of qualifying employment; describing the actions the
borrower may take if any required information is missing, employment cannot be
determined, or if the borrower needs to dispute a determination; and the outcome of any
initial review. Moreover, PSLF Business Requirement 206.02 provides that upon
concluding the initial review, the PSLF servicer shall notify the borrower of the number of
qualifying payments made while employer in qualifying public service based on the dates
indicated on all approved ECFs. The PSLF servicer currently sends one notice to each
applicant to satisfy requirements 206.01 and 206.02; however, the language of the
requirements suggests that the written notices should be separate. Each ECF sample
reviewed failed this test. FSA will discuss this item internally.

Observation 7 (ECF samples 98, 197, and 208).

In ECF samples 98, 197, and 208, the review team struggled to find decision notices for
these accounts. The team found that when an account is not held by the PSLF servicer
and the ECF is denied, decision notices are stored in a database not normally visible to
FSA reviewers; this was the case in ECF sample 208 This image repository is titled “Non-
508.” However, its use does not appear consistent, as in sample 98, the ECF was
approved and the decision notice was still stored in a separate image repository whereas
other approval notices were stored in the standard correspondence library, which is
accessible by FSA. In sample 197, the PSLF servicer could not locate the decision notice in
any repository and ultimately concluded that it was not sent. It is unclear as to how they
made this final determination given the account notes indicated that the notice was sent
to the bhorrower. One could just as easily reasonably conclude that the notice may have
been sent, and simply not stored in a consistent manner. The review team ultimately
cannot conclude if this notice was sent and sees this as an example where processors are
not consistently following procedure.

Conditional Approvals.

The review team noted a number of “conditional approvals.” Conditional approvals occur
when individuals meet all requirements except for the “full-time” requirement found in 34
CFR & 685.219 and PSLF Business Requirements 202.03. The “Instructions for Reviewing
a PSLF Employment Certification form (ECF)”, appendix B from Mod 0022 Task Order 5
PSLF Single Servicer contract, part 5, indicates that an ECF should not be approved if the
full-time requirement is unmet. Moreover, the borrower’s federally held loans are to
remain with the borrower’s original servicer until a valid ECF is submitted.
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Observation 2 (ECF sample 775).

As observed in ECF sample 115, the review team found that the PSLF servicer transferred
a borrower’s federally held loans even though the horrower was working only 20 hours a
week and ineligible for participation in the PSLF program and would not undergo PSLF
qualifying payment tracking. The PSLF servicer indicates that FSA provided written
direction granting permission to conditionally approved individuals falling inte this
category and to transfer their loans for future tracking. The review team notes that Q&A
documentation provided shows that the approval was sought and granted during program
implementation. FSA will discuss this item internally.

Observation 3 (ECF sample 717).

In ECF sample 13, the review team found that the PSLF servicer approved an initial
employment period and then conditionally subsequent employment period where the
borrower was working less than 30 hours a week (i.e. failing to meet the full-time
requirement). The borrower was notified in writing of the conditional approval and then
told by a phone representative that his or her employment period counted going back to
the initially approved employment period from 2012 through the date of the conditionally
approved period. It is clear in this case, the conditional approval caused confusion for the
representative and the review worries that it may also cause confusion for borrowers as it
gives the appearance that they are somehow still participating in the PSLF program even
during their non-qualifying period. The review team notes no requirement or authority
allowing the PSLF servicer to conditionally approve any borrower. This additional status
appears to create a new status which is somewhere between an approval and denial; the
concern is that a conditionally approved status may be confusing to borrowers and PSLF-
servicer-phone representatives.

Inconsistent Processing

The review team notes several processing errors that were clarified and addressed while
on-site. The errors related to ECF samples 18 and 290. Official responses to those areas
can be found on page 15. ECF sample 18 involves an ECF that was approved in error, as
there were changes made to the ECF form that were not initialed. A response to ECF
sample 18 has been recorded under PSLF Servicer Account Number 2257533938.

Observation 4 (ECF sample 290).

In ECF sample 290, a military borrower applied for PSLF and indicated that he or she
could not obtain employment certification from his employer. The PSLF servicer denied his
ECF and requested that he return to his employer to obtain certification. EFC validation
instructions provide that if a borrower certifies that there is no authorized official, he or
she should be able to provide additional documentation that supports his or her claim of
qualifying employment. The PSLF servicer rejected the ECF based on the employer still
being functional and the fact that the servicer actively receives certifications from the
same entity for other borrowers.
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Qualifying Payment Counts

The team’s review of this area consisted of monitoring of sample accounts and a high-
level review of the qualifying payment (QP) counting process and procedures.

Observation 5 (QP samples 105, 108, and 167).

In QP samples 105, 108, and 167 the review team notes that several consolidation loans
had mismatched qualifying payment counts on their underlying subsidized and
unsubsidized components. These errors were clarified and addressed while on-site. A
response to QP samples 105, 108, and 167 has been recorded on page 15 respectively
under PSLF Servicer Account Number 2193301506, 8531397169, 1534922244, *

Observation 6 (QP sample 152).

In QP sample 152, the review team notes that a consclidation loan had mismatched
qualifying payment counts on their underlying subsidized and unsubsidized components.
This error was clarified and addressed while on-site. A response to QP samples 152 has
been recorded on page 15 under PSLF Servicer Account Number 5885259695, °

Observation 7 (QP sample 136).

In QP sample 136 the review team noted that a consolidation loan had mismatched
qualifying payment counts on their underlying subsidized and unsubsidized components.
This was the result of a processing effort whereby a processor applied forhearance to only
one component of the consolidation loan.

1 Each sample represents a known issue identified spring 2016 that has been targeted for clean via
a system change March 2018. The issue relates to a paid ahead status on the PSLF servicer’s
system. PSLF servicer's system is looking at the date a bill was satisfied and not the action that
took place within a given month. Therefore, a borrower with a monthly amount due of $50 whe
pays $75 in January would see his or her January bill satisfied in full and $25 applied towards
February in advance and potentially more than 30 days before February’s bill is due. Then in
February he or she may still pay the full monthly installment of $50, but bhecause that bill was
already partially satisfied from the overage in January, and because that overage was more than
30 days in advance of the February hill due date (therefore not eligible for PSLF), he or she would
not receive PSLF credit for February, as the system would not recegnize that the borrower still paid
the full installment that was due in February. The targeted system change would fix this issue by
updating system logic to evaluate monthly payment pericds based upon transactions occurring
within the "30/15" qualifying payment window,

®> This issue relates to a known supplemental file issue invelving payment proration in supplemental
files. This occurs when a prior servicer does not apply payments based on installment amounts of
bills; this can cause the PSLF servicer’'s supplemental file process to treat the borrower as if he or
she is past due on a loan when he or she has actually paid the full installment amount on the

account, This issue will be resclved via a system change scheduled March 2018,
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PSLF quality assurance measures

While on-site, the PSLF servicer provided an overview of quality assurance performed on
PSLF qualifying payment tracking and ECF processing. The PSLF servicer provided written
presentations covering both areas as well as a presentation delineating trends in quality
assurance. Both will be retained and can be shared upon request. The PSLF servicer
addressed outstanding questions on quality assurance measures, and responses can be
found on page 17. The review team recognizes that there are areas that lack quality
assurance reviews, and the absence of such reviews presents a potential risk to the
program. The areas are as follows:

1. OCR and automated scripting: Given that the OCR process will enter information as
shown on forms, this presents an area of opportunity, as the new OCR process may
automate the entering of inaccurate information. Moreover, given that the new IRS
scripting may lead to automatic approvals of ECFs, this presents an area of
opportunity.®

2. There is no internal QA or oversight of the work performed by the Compliance Unit
and much of its work is received and utilized by the ECF business unit.

Implementation of CR 3757 and 4141

The review team noted no concerns in this area. The PSLF servicer has agreed to provide
demonstrations of system enhancements related to the implementation of CR 3757.

Live Process Monitoring

FSA’s Program Management team conducted this aspect of the review. The review team
ohserved ECF processing, employer escalations, and listed to live PSLF calls. Refer to
recommendations.

® The PSLF servicer implemented a process that scans for organizations listed as a 501(c)(3). and

such organizations are annotated in the PSLF organization database as qualifying entities.
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Risks and Resolutions/Recommendations

Potential Risks

Potential risks are defined as system constraints, processes, and operator errors that have
the potential to incorrectly qualify employment for PSLF purposes, and have the potential
to credit, remove, or undercount PSLF qualifying payments.

Resolution Needed/Recommendations
The following actions are needed / recommended to resolve the aforementioned issues.
Observation (PSLF Organization database).

There is no unigue requirement that requires the PSLF servicer to maintain such a
database. However, as the servicer utilizes this database as a source of approval, it must
comply with ECF validation standards. FSA PSLF Business Requirement 202.01 requires
that the PSLF servicer follow the steps delineated in the, “Instructions for Validating a
Qualifying Public Service Organization.” To the extent each employer listed in the PSLF
Organization database does not conform to prescribed validation requirements, the PSLF
servicer should not rely upon this tool as a sole scurce of approval. FSA will discuss this
item internally to determine what resources and relationships FSA can leverage to
improve employer determinations.

Observation (Decision Notices).

The PSLF servicer should retain notices in the same image repositories as ECFs where
possible. Additionally, such image repositories should be available to FSA staff performing
remote monitoring. This recommendation also applies to Observation 1 (ECF samples 98,
197, and 208). Additionally, Denial letters that are routed from Compliance to the
Escalated team for non-government, non-501(c)(3) organizations not providing a
gualifying public service as their primary purpose should have detailed denial reasons
{similar to ad hoc disputes or retraction letter) noting the exact reasons for not qualifying.

Observation 2 (ECF sample 115).

This item will be discussed internally. The result of this change had the effect of awarding
TIVAS volume to the PSLF portfolio and it is not clear if that was the intention.

Observation 3 (ECF sample 117).

The PSLF servicer should provide additional guidance to staff and clarification to borrowers
to ensure they understand the effect of a conditional approval. From a PSLF standpeint, a
borrower is either approved or denied participation in the program; there is no conditional
participation. FSA will discuss this observation internally as well, as it is unclear to the
review team upon what authority conditional approvals rely.
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Observation 4 (ECF sample 280).

The control the PSLF servicer put into place has the effect of creating an additional
requirement for borrowers unable to obtain a certifying official. The PSLF servicer should
develop guidance for ECF processing staff that meets the ECF validation instructions
provided by FSA.

Observation 5 & 6 (QP samples 105, 108, 152 and 167).

This issue is being resolved by an anticipated system fix. The review team has no
recommendations at this time.

Observation 7 (QP sample 136).

The PSLF servicer needs a measure in place to ensure that individual components of
consolidation loans are always aligned. Processors should never be able to apply program
options such as deferments and forbearance to only one of the underlying consolidation
loan’s components.

Observation (PSLF quality assurance measures)

While there are no unique PSLF Business Requirements calling for specific quality
assurance reviews, to minimize incorrect ECF decisions, the review team would
recommend additional oversight/quality assurance reviews in the following areas:

1. Automated data entries by the OCR process and IRS scripting,
2. Determinations made by Compliance Unit, and

3. Implementation of employment determinations made by Compliance Unit to include
communications with borrowers.

Observation (Live Process Monitoring).

In terms of ECF processing, whenever communication is needed the PSLF servicer should
communicate with borrowers to inform them when an employer is contacted, but does not
respond. The review team notes that FSA’s validation instructions require the PSLF
servicer to make contact attempts to both the borrower and employer where appropriate
before returning an ECF to the borrower; from the presentation and account reviews, it is
not clear if the PSLF servicer is consistently doing both.

In terms of employer escalations, when ECF processors flag an organization for review to
determine eligibility, it is recommended that all organizations under that same EIN be
reviewed, as they may have been approved or denied in error.

Moreover, in terms of PSLF call center operations, phone representatives should utilize
standard scripting or reference material to ensure their responses are correct and
comprehensive. The phone representative observed was new and FSA did not observe the
representative reviewing notes or training materials to respond to the calls taken. One call
observed involved an unemployed borrower, and the phone representative never
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considered whether they qualified for an unemployment deferment; this was a missed
opportunity and could be avoided with appropriate information material.

Additionally, during another call invelving a PSLF borrower, the phone representative
misquoted the PSLF program’s start date as July 1 2007; the program is actually effective
for all payments after 10/01/2007. Again, this was a missed opportunity and could be
avoided with appropriate information material; it also represents a case of misinformation
or a servicing error that has the potential to result in future disputes. The PSLF servicer
should identify all borrowers handled during live observation period and perform outreach
to ensure each borrower receives appropriate counseling and information about the
aforementioned program options.
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Methodology

Review Objectives

To determine if FedLoan Servicing is appropriately servicing accounts under the PSLF
program in the areas of employment determination, ECF processing, and qualifying
payment counts.

Standards

The Public Service Loan Forgiveness program is authorized under the William D. Ford
Federal Direct Loan Program under Title IV, Part D of the Higher Education Act of 1965, as
amended, 20 U.5.C. 1087e{m) et seq, and the regulations thereof (34 CFR 3685.212(i)
and §685.219).

Other program requirements include Federal Loan Servicer Requirements, and PSLF Single
Servicer Business Requirements.

Samples
FSA staff reviewed twenty-nine (29) randomly selected accounts testing for qualifying
payments counts and thirty-one (31) randomly selected accounts testing for employment

determinations. In total, FSA reviewed sixty (60) unique accounts via direct observation

FSA staff also performed 1 hour of direct observation of call center staff, ECF processing,
and ECF escalation handling.

Materials Requested

The review was performed using FedLoan Servicing’s loan servicing platform (COMPASS),
image repositories; PSLF Organization database; and additional infermation and/or
clarification was requested from the servicer as needed. All records and information
available to FSA were examined to ensure proper servicing under the PSLF program and
other applicable federal regulations.

Additional Materials

For employer determinations, where applicable and necessary, the review team utilized
external web databases for research.

Testing

The review examined the following to ensure that business requirements, regulations, and
Change Requests were followed properly in the servicing of Direct Loans:

e System notes, account information, and borrower servicing histories;

e Imaged forms and correspondence; and
» Prior servicing histories.
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Attachment: On-Site Responses

i Respanses to (Questions Received
from FSA During On-Site PSLF Review
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from F5A During On-5ite PSLF Review
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Attachment: FedLoan Servicing’s Final Response

f 'oa n Ted Putt, Cient Covlractual Testing
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SERYICIMGE Phore: (T 7- 72131367 Fax- | 717 7221379
1200 Sorth Sevently Street, Harnsbuorg, PA1TI02
August 4, 2017 Vig Electronic Delivery

Mr. Christian Lee Odom

\J 5. Departmen: of Education
Office of Fedara! Student Aid
50 United Nations Plaza

San Francisco, CA 94102

RE: Public Service Loan Forgiveness Review
Dear Mr. Odom,

This letter is in respense to the revised Draft On-site Examinabon Report for PSLF {“rev.sed
draft repon’) received August 2, 2017. The information below is responsive to the noted
observations as well as other commentary within the revised draft report.

With regard to statements contained within the Preface of the revised draft report and on
behalf of FedLoan Sorvicing (FLE/PHEAA), | apulogice that FSA's expectations were not
met during this review. FLS/PHEAA Subject Matter Exoerts (SMEs) were on-site and
available for g.:estions and discussion, when needed, as was communicated ‘o FSA during
lhe: raview process. PHEAA utiizes a standard protacol for on-site reviews, which ensures
that SMEs are reaciy availadle when called vpon: however, thay are inlentionally located
outside of the review lacation in order to provide the external party with some level of
privacy, in addition to allowing the SME to remain productive, until needed. The revised
draft report states that FSA's review of employer determinatiors was hindered by its inability
to directly interface with FLS/PHEAA's SME, Moreaver, the rewised draft report stales in
pan, "Additional review of employer determinations is reeded and will be conducted during
off-site moritering activities, which shall be discussed later in this repart” FLS/PHEAA was
unable to locate any additional information in the remainder of the report ihat spoke to
subsequent raviews on this subject; however, we certainly recognize the importance of
FSA's oversight responsibilities and as such we stand ready 1o accommodate FSA's needs
‘n this regare  To that end, please provide FLS/PHEAA with a list of dems that were unable
to be reviewed and immediate responses will ha provided in crder lo ailow F5A to complete
its review.

FSA Observation (PSLF Organization database):
There is no tmiqua requrament that requires the PSLF servicer ta maintain such &
database. However, as the servicer ulilizes this database as a source of approval

il must comply with ECF validation standards. FSA PSLF Business Reyuirernent
202.01 requires thot the PSLF servicsr follow the steps detineated i the,
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“tstruchons far Validating a Qualifying Public Sersce Organization ™ To the
extent each nmployer iisted in the PSLF Orgarization database does not conform
to prescribed validation requiraments, the PSLF servicer should not rely upon (s
tool as a sole source of approval. FSA will discuss this item internally o deterrnine
what resources and relationshios FSA can leverage to imprive employer
delerminabions.

FLS/PHEAA Response:

As discussed with FSA while on-site, the PSLF Organization Database is intended
10 provide Employment Cedification Form (ECF) representztives a method for
chlaimng direction from a broacer, more knowledgeacle pesr group  If this group
5 unahle to make a determination. the escalation process involves the
Compliance Depariment. In addition the database may be used to search for an
empioyer o determine if the Compliance Department had previously made a
cetermination on an ECF with the same employer. The PS_F Orguanization
Database is nof intended to be. ner is it used as a collection of all eligib'e
employers.

Pursuant ta the FSA approved validakion artfacts that PHEAA submitted in
response to the PSLF Single Servicer requirerment 202.01, FLS/PHEAA performs
an initial raview of the barrower's ECF form to check for completeness Il any
infcrmation is missing, FLS/PHEAA atternpts Lo ablain the missing informat:on
hefore denying the form, in which case the bomower receives a deniai letter,
identifying the missing informatien, and a new form.  For farrs that contain
complate nformation, representatives verify gualifying emp oymerit for PSLF, by
rev.ewing the cirectories, provided by FSA in the above referenced PSLF
requirement. If the representative 18 unable fo make a determination, they are
instructed to reference the PSLF Orgenization Database as an additional resource
and if shll unsuccessful, then forward the ECF on to a des:cnated group of
krowicdgeable peers. who conduct further research If this group is unable to
verify the organization's aligibilily lhe ECF is escalaled ta the Compliance
Department. In the event the Comrpliance Depariment is unahle 1o varify eligibility.
the situation s escazlaled ta the Department of Education (FSA] in accordance
with the above referenced PSLF requirement

Tne data wathin the PSLF Characteristics Report referenced in the footnote on
Page 4 of 18 |s not obtained from the PSLF Orgamzation Database. This report 1s
produced from data obtained from the COMPASS®™ Loan Servicing System and
provded to FSA each manth.

FSA Observation (Decision Notices);

The PSLF senvicer stiould retan nolices in the same image reposilories as ECFs
whore possible, Additionally, such image repositories shoiud he available to FSA

F
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staff performing remole monitoring. This recommendalion alse applies to
Observation 1 (ECF sampies 98, 197, and 2G8). Additionally, Denial letters that
are routed from Compliance to the Escalated team for non-governmenl, nor-
501(c)(3) arganizations not providing a qualifying public service as thewr primary
purpose should have defailed denial reasons (simifar to ad hoc disputes or
retraction fetter) nofing the exaci reasons for not qualifying.

FLS/PHEAA Response:

FLS/PHEAA retains loan level documentation in severai different repositores,
which is based on factors such as, the type of documentation, the time frame
in which it was generated/received, etc. FedLoan Program Management will
reach out lo FSA lo discuss the feasibility of providing FSA stalf with access o
cooument repositories for which access s currently not available. However. in
the meantime, Client Contraclual Testing can provide FSA reviewers with
copies of loan level documentation required for FSA's oversight needs.

FSA's observibon notes that demiat letters are rouled from the Comphance
Department to the Escalated tearn: hawever. this is not FLS/PHEAA's process.
The Escalated team drafis the manual denial letters, whch are subsequentty
sent to the Caomrpliance Department {or review. The Compliance Department
raviews these denial lefters for completeness. But, because FSA has not
defined all of the eliaible public sernces, FLS/PHEAA will work with FSA o
develop appropriate demal reasons.

FSA Observation 2 (ECF sample 115):

This tem will be discussed internally. The result of this change had the effect of
awarding TIVAS volume to the PSLF portlolio and it (s not clear if that was the
intention.

FLS/PHEAA Response:

It 1s important to note that FSA approved FLS/PHEAA's proposed response 1o
a queslion regarding wheather the PSLF servicer should initiate transfer of the
borrowers loans if a completed ECF is submitted by a quaiified emplovyer,
where Lthe borrower 1s not 'working futl-time. This approval can be found in the
attached document entitled, Q6 of the PSLF QA FSA Responsel12.14 11.

FLSIPHEAA wiil await further information based on £SA’s internal discuss on
regarding this observaton,

FSA Observation 3 (ECF sample 117):
in ECF sample 13, the review team found that the PSLF servicer approved an

inttial ermployment period and then conditionaily subsequen! employment period
whera the borrower was worring less than 30 hours a week (Le. failing (o migel

Page 20 of 28



FedlLoan Servicing: Public Service Loan Forgiveness Review REPORT DATE: July 27, 2017

the full-time requirement). The borrower was nofified in wrifing of the condibonal
apgroval and then told by a phone raprasentative that his or her employment
penad counted going back to the inttially approved employmeni pariod from 2012
through the date of the conditbonally approved perfod. it is clear in this case. the
conditional approval caused cunfusion for the representative and the revisw
worrtes that it may alse cause confusion fur borrowers as o yives the appearance
that they are somehow shilf participating in the PSLF programy even during e
non-quattfymng period. The review team noles no reguirement ar authority aflowing
the PSLF servicer to conditionally approve any borrower This addiionai status
appears o create 8 new status which s somewhere between an approval and
dental; the concern s thal i conditionally appraved ststus may be confusing (o
borrowsers and PSLF-servicer-phone representalives,

The PSLF servicer should provide additional quidance to slatf and clariticaticn to
borrowers fo ensure they undersiand the effect of a conditional approval. From a
PSLF standpoint. a haorrower (s aithar approved or denied participation in the
program, there is no condifional participation FSA will discuss this obsarvaticn
infernaily as well, as it /s unclear lo the rowviow feam upon what authornity
conditional approvals refy.

FLS/IPHEAA Response:

The letter FLS/PHEAA sends to the borrower regarding conditional approval
states, "We received the Public Sorvice Loan Forgiveness {PSLF)
Employment Certification Forms you submitted and detarmined that the
emplovers listed below are gualifying employars for the purpose of PSLF."
Below this staternent FLS/PHEAA lists the qualifying employer(s), followed by
the below verbiaga and a definition of 'tull-fime™ "According te the information
provided, you do not meet the qualifications for full-time emaloyment. Since
you have shown an interest in tracking your eligibility for the PSLF program
and you are emgloyed by a qualifying smploysar, we will begln ta track your
employment. It we recaive anothar certihcation of employment from anothe”
qualitying emoloyer for all ar a part ot the time period above, we will determine
if, together, your employment meets the qualfication for full-time employment.”
The letier referenced above was submitted in FLS/IPHEAA's initial vahdation,
to which FSA provided approval. A copy of which is provided with (he
response.

Phane representatives are ‘0 advise that 3 "Conditional Approval” means that
the borrower's emplayer qualifies, but their employment status does not.
However. if the borrower provides an ECF that falls into the “Canditional
Approval” category. representatives are to call the employer and verify the
employment status. In these instances. if the employer verlfies thal the
borrower is full-time. the ECF is aporoved. Furthermore, f the borrower is
working two part-time jobs, each wath an eligible employer the borrower can
submit another ECF 52 that all eligible employment peniods can be tracked
towards potenhal qualification
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FSA Observation 4 (ECF sample 290):

in ECF sampie 290. & military horrower applied for PSIF and indicated that he or
she could not oblain employment certification from his empfoyer. The PSLF
servicer Jered his ECF and requested fhat he return to his emptoyer fo abtain
certification. ECF vakdation insiruclions provide fhat if a borrowaer certities thal
there is no avithorized uvfficral, he ur she should he able (o provide adadttional
Jocumeritation that supports his or her claun of qualifying emplayment. The PSLE
servicer reiected the ECF based on the emplayer still being functional and the fact
that the senvicer actively receives certifications from the same entity for other
horrowers.

FLS/PHEAA Rasponsea:

The bomowar relative to this sample submitted bwo ECFs. The first ECF was
appropriately denied because the borrower's organizabon is still cparabonal
and the borrower did not incicate inability to obtain the employer’s signature,
The second ECF was also appropriate:y dented due to the employer refusing
to complate the form. Therefore, FLS/PHEAA correctly sent the borower a
letter requesting additional documentation to validate employment,

The control the PSLF servicer put :nto place has the effect of creating an
additiopal requirement for borrowers unable 1o obtain a certifying official. The
PSLF servicer shouid develop quidance for ECF pracessing staff that meels the
ECF valigation instructions provided by FSA.

FLS/PHEAA Response:

Based nn a conference call with FSA 1o distuss PSLF tems. which occurrec
on May 10, 2CG12, FSA advisad that their most recent gudance was that the
ECF s a required federal form and should be provided by the employer. The
allowance for altemative documentatian to confirm employment is on an
exception basis From this guidance, FLS/PHEAA developed the foliowing
process for alternalive certiication: ¢ it is apparent that the employer s still
operalional, the ECF is to be denied and the borrower notified that the
employer is required to complea the ECF. If it is determined that the employer
is na lenger operational. or the borrawer conlacts FLS/PHEAA aga.n ragarding
his/her inability to atitain ceriffication, then FLS/PHEAA can advise the
borrawer to submrit altemative documentation. Upon receipt of the additonal
documantation, FLS/PHEAA is o send it to the Comoliance Departiment for
review,
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Qualitying Payment Counts
FSA Observation 5 & 6 (QP samples 105, 108, 152 and 167):

This issue is being resolved by an anticipated system lix. The review team has no
recommendalions at this ime

FLS/PHEAA Response:

Currently, the systerm changa to fix the issue identified for sample 152 has a
release date of 8/27/17. The fix far the remainder of the samples is targeted to
be released in “arch 2018, FLS/PHEAA will continue to provide status
updales during tha biweekly icuchpoint cails wth FSA in regards to these
system chanyes,

FSA Observation 7 (QP sample 136):

in QP sampie 136 the review (eam noted that a consotidation loan hed
mismatcked qualfying payment counts an thair underlying subsicized and
unsubsidized compounents, This was the result of a processing efiort whereby a
represenlative applied forbearance to cnly one component of the consolidation
loan.

The PSLF servicer needs a maasure in place 1o ensure that individual
components of consofidation loans are shways aligned. Represemalives should
rnever be able to apply program ophons such as defermerils and forbearance o
cnfy ane of the underlying consolidalion ladan's componens,

FLS/PHEAA Response:
FLS/PHEAA has idenlified an exception which occurs when applying a
de‘ement or forbearance to anotner boan on an account, which allows the
representative to adjust one portion ot the consolidation loan and not the clber.
FLS/PHEAA 15 planning to make a system change to remediate this issue and
wll continue 1o pravide status updates during tne biweekly touchraint calls
with FSA in regards to these system changes.

PSLF Quallty Assurance Measures

FSA Observation (PSLF quality assurance measures):

While there are nu unique PSLF Ausiness Requirements calling for specific
qualty assurance reviews. [0 minimize incorract ECF decisions, the review team

&
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wold recommend additional oversight/quality assurance reviews in the following
areas;

1. Autcrnated data entries by the OCR process and IRS scripiing,
2 Determnations made by Comphance Unit. and

3. Implementation of determinations made by Compltance Unit to include
corrrunications with borrowers.

FLS/PHEAA Response:

FLS/PHEAA is working to deve.np qualty assurance controls for the newly
implemented OCR process and IRS script process. FLS/PHEAR will
pravide status updates dunrg the biweekly tauchpoint calls with F3A.

In 2011, when PHEAA became the sole-senacer of the PSLF pregram,
PHEAA dwd not have a Complance Management Systemin p.ace. Since
this time, PHEAA has built a robust Compliance Management System with
three lines of defense. The first ine of defensc is Business Unit with a
Quality Assurance process who performs QA review. The second line of
delense is the Compliance Testing area who tests the Business Unit
processes, The third line of defense 1s the Internal Auct depariment who
conducts independenl appraisals 1o determing whether PHEAA's
processes and controls are functioning propery. 'We recommeand that the
Employment Certification Form review process pedformed by Compliance
be properly placed wilhin the Compliance Management Systemn which
would start al the Bus ness Unit level where 1t can be QA'ed (first ing of
defense) and Compliance lested (second line of defense). .

FLS'PHEAA in unclear about whal is being stated in item #3 above. As
such, we respectfully request additional information from FSA for ¢larity,

Live Process Monitoring
FSA Observation (Live Procass Monitoring):

In terms of ECF processing. whenever communicalion is needed the PSLF
servicer shouild commuricate with Lorrowers {0 inform them when an employer is
contacted, but does not respond. The review leam notes thal FSA's validation
instructions require the PSLF zarvicer {0 make contact altempts to hoth the
borrower and employer where appropriate before reltrming an ECF to the
borrower: Irom the presenlalion and account reviews. it is not clear if the PSLF
servicer is cunsistently doing both.
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it termns of employer escaiations, when ECF representalives flag an organization
for review to datarming eligibiity, it is recommended that alf crganizations urnder
that same EIN be reviewaed, as thay may have been approved or denied i eTor.

Moareaver, o terms of PSLF calf center operalions, phone regresentatives should
utilize standard scripting or reference malernial (o ensure their respgonses are
correct and comprehensive. The phune representalive obsenved was new and
FSA did not observe the representative reviewing notes or franng matenals ta
raspond 1o the calls taken One calt observed involved an unemplnyed horrower,
and the phone representalive never considered whether they qualified for an
Jnemployment deferment; this was a rissed opportunity and could be avoiged
~ith appropriate informaticn matenal.

Additionatly, during another call invoiving 3 PSLF borrawer, the phone
reprasantative misguoled the PSLF program's start date as July 1 2007 the
grogram is actually effeclive for all payments after 10/01/2007. Agam, this was a
missed opporlunay and could be avoided with appropriate mformation materal; it
also represents a case of misinformation or a servicing eror thal has the poweniial
to resuit in fulire disputas. The PSLF senvicer shouwld identfy aif borrowers
handied dunng live observation pariod and perform oulreach to ensure each
borrower receivaes appropriate counseling and information about the
agforgmentiorad program options,

FLS/FHEAA Response;

During ECF processing, FLS'PHEAA contacts the borrower and employer
when information 1s missing or needs clanfication. Examples of when the
borrower and smployer should be cantacted can be found throughoutl Section
B of the PSLF Index. As mentioned above, FLS/PHEAA will iook for ways to
improve the precess surrounding the internal database and the escalation
procass, including a more cificient way ta review al organizations using he
samo EIN

Phone rapresentatives hava tools and resources thatl gre avalable o them
during a call with PSLF (or potential PSLF) borrowears. These tools include
IConnect, Customer Relationship Manager {(CRM}, and access fo Custorer
Service Lead regresentatives. Representabives have soecific articles avalable
as refsrerce that he!lp direct them through commoen scenarios apd questions.
They also have a direct link ta the PSLF Index. These resources also provide
1he phane representatives with information on unamployment deferment.
FLS/PHEAA requires representatives to appropnately counsel borrowcers on
the best option available to them, relat.ve Lo the borrowers’ circumstance
Normal procedure diziates thal representatives fulbow an internal stardard call
flow that guides the representative to the bormower's best aplions.

In the wmstance referenced in the revised cratt repart, the prone representative
should have obtained the start date of the PSLF program through one cf the

L o)
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available resources; however, F1.S/PHEAA concurs that the representativa
misquoted the date, 1 is notewosrthy to menhion that based on the guality
assurance performed on borrower calls, FLS/PHEAA does not see this specific
issue as a trend and therefore has determined this to be an isolated human
errar

FLS/PHEAA offers the following comments with respeci ‘o information contaned on
page 4 through the top of page 6 of the revised craft report:

PSLF Crganization Database Consistency
FLS/PHEAA Comment:

The second paragraph in this section states in part. "The review team found
instances which ECFs were denied, but the employer was nevertheless entered
into the PSLF Organization database.” [t is imponant to note that employers arc
not entered into the database after being denied, but would be in the database
due to a representative requesting guidance on an ECF which was subsequently
denied based on the raview parformed by a knowledgeable oeer group or the
Compiiance Departmant

As discussed with FSA whilo on-site. the database is only used as an additional
resourcs taol when other methods of verification fail. however, newer employees
will oftan rely on the taol to provide vahdalion when they are unsure of the
information they ottain through other methods. Since the database i1s not used
fcr reporting, FLS/PHEAA would prefer that reprasentatives reach ou: for
additional validation, rather than incorrectly making an ECF determination.

Employer Certification Determinations/ECF Decision Notices
FLS/PHEAA Comment:

FLS/PHEAA received approval of the current letters in use during the validation
phase for ECF requirements in the init al implementation of PSLF. A copy of the
approval of these artfacts submitted in direct response to the cited requirement is
pravided {206 01 zip) with 'kis response. Therefare, FLS/PHEAA considers the
current arocess comphant.
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FLSIPHEAA values the relationship that has 2een establisked with F5A an? it has been a
preasure working with FSA staff to facilitate ts review. ‘We look forward to working with
you mn the fature in an atternpt 1o better accommodate FSA's monitoring and ¢versight
needs Please ‘ee free to contact me directiy with ary questions relating 1o lhe infurmat on
pravided above.

Sincarsly,
(b)®)

Ted Putt
Manager
Cliznt Contractual Testing

Encl.

cc: Larry Porier, FSA
Lisa Qldre, FSA
Lauren Honemann. FSA
Michael Wood, FSA
Stephanie Martella. FeclLcan Servicing
Dan Weigte, FedLoan Servicing
Vicky Roganish, FedLgan Servicing
Nicole Lewis, FedLoan Servicing
Tim Cummings, FedlLoan Servicing
Chad Mages, FedLoan Servicing
Lauren Swett, Fedican Servicing
Matt Eshelman. FedLoan Servicing

1
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Amended: FedLoan Servicing’s Final Response

f Ioan Response to FSA Fmails Dared 8:5:17 & 87717

5 "Wi17
SERVICING August 10, 201°

I apalogize that the initial response reversed the arder of a portion of the ECF process, causing
canfusion to FSA. As provided during the on-site portion of this review, the Public Service _0an
Forgiveness {P5LF) Index and the BSLF Frocessing Presentatior pravide an accurate account of the
process used by representatives when determining e ployer eligibility in sections B ard B.2.2,
raspactively.
PHEAA relies o~ the FSLF Crganization Database as the sole ssurce of emplayer validation if the
applicable erployar was confirmed as eligible ir the databas= within one year. Government
organizations are nat re-evaluated. Below are the twvo methads used by processars if the erployer
is not listed as eligible i1 the database within the last year,

s |fthe Catabase indicates the smrployer decision as inconclusive or denied, and supperting

documentation was received with the most recert ECF, the documentation is forwarced foran in
depth review and deterrrination by a knowledgeable peer groLp.

o Ifthe Databasz indicates the emrployer decision as approved, denizd, or inconclusive ang no
supporting docurrertation was rec2ived with the most recent ECF, the processor continues to
fallow the rermal ECF processing procedure without further research.

The amployer decisions held within the PSLF Organization Database have been vetted Lsing the
validation 1astructions provided within requirement 202.21 of Modification 022 to our servicing
catract, =mployars are 7ot considered appraved until tney have heen identified 11 onz of the
variols websites provided by this requirement or thraugh a mors stringent review pracess which is
already known 10 FSA. These steps can be viewed on the =15 Validation Artifacts which was
approved oy F5A, 202.0) Procecure, which has been provided ta the =5A review team asscoiated
with this revizw, Employars for which & definitive dazision can-ot be made using the abovs
pracess are sroviced 1o FSA for review and decisian.

Relative to the consistency of calling borrowers and employers to verify information, Section B of
the Sublic Service _oan Fargivaness {PSLF} Incex has nLrarous subsections advising
representatives 1o call the borrower ar emplayer directly ta ootain missing information. Far
example, this is referenced on page 18 of the index Lnd=r the General Guidelines section.

Quality assurance measwures are performed by the Servicing Quality Assurance (S0A) desartment as
part of tne fiest line of defansz in the Compliance Maragamsn: System (CMS). Currently, SQA daoss
nat gquality 3ssure tne PSLF Organization Catabase; howsavar, plans ta add this to the SOA raview
process are under way. Animplemeantation date has not oeen determined. |n addition, all
operational processes (inclucirg FSLF generally, and the ECF review process specifically) a~e subject
to the nisk assessment anc risk-based compharce testing functions as descnbed in PHZAA's 2017-
18 Enterprise Ethics, Compliance and Risk Managamsant Frogram Qverview, a copy of wnich is
attached. PHEAA's Campliance Testing function is currently testing PS_F activities.

We believe tris will satisfy FSA's abservation by ensL-ing that decisions made regarding
employmant certifications are aparopaate and further allow for trend analysis which will be used
to shome up any areas where opportunities are identified.

SHEAS c0moucts IS STUSENT 0aN SETv NG ooeralons cormere ally as Amercan - ;

Sducaton Senicas ang ‘or ‘edealy-owmad oans as Fedlear Jevvong ! oan
[~ TR D]

Propnetary & Confidential: This informabon shall not be disclesed —in whole

or in part - withgut the prior written permission of the Pennsylvania Higher

Education Assistance Agency
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