Congress of the United States
Washington, BE 20513

September 9, 2024

The Honorable Miguel Cardona
Secretary of Education

U.S. Department of Education
400 Maryland Avenue, SW
Washington, D.C. 20202

Dear Secretary Cardona:

We are writing regarding explosive new allegations, revealed in two new lawsuits brought by the
American Federation of Teachers (AFT) and Project on Predatory Student Lending (PPSL), that
student loan servicing giant Higher Education Loan Authority of the State of Missouri
(MOHELA) has mishandled its student loan servicing responsibilities.' Given ongoing concerns
about MOHELA’s failures, we urge the Department of Education (ED) to immediately review
whether MOHELA is meeting its contractual obligations as a student loan servicer and
implement any corrective measures necessary, including the potential termination of
MOHELA’s contract if warranted.

This May, many of us wrote to you with concerns about MOHELA’s performance as a student
loan servicer. We shared the findings of a report, prepared by Senators Warren, Blumenthal,
Markey, and Van Hollen, which identified a host of failures by MOHELA during the return to
repayment on student loans following the end of the Covid-19 pandemic pause. The report found
that MOHELA made over 1.5 million more billing-related errors than all other servicers
combined during this period.> MOHELA also received the most borrower complaints of any
student loan servicer between July 2022 and December 2023, likely fueled by MOHELA’s
record of poor customer service and absurd wait times.* In our May letter, we wrote to you
urging ED to hold MOHELA accountable.’
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The new allegations raise even more concerns that MOHELA is wildly mismanaging its student
loan portfolio and hurting borrowers—and suggest that more drastic ED measures are needed to
protect borrowers and ensure MOHELA is fulfilling its contractual obligations.

On July 22, 2024, AFT filed a lawsuit against MOHELA, alleging that the servicer has “illegally
overcharged borrowers on their monthly student loan bills, failed to timely process paperwork,
and actively misled borrowers about their student loan accounts.”® Along with building on the
findings of a February 2024 report that first uncovered MOHELA’s “call deflection” scheme to
prevent borrowers harmed by the servicer’s failures from receiving help from customer service
representatives,’ the lawsuit contains new findings alleging that MOHELA violated ED guidance
in four alarming ways.

First, AFT alleges that MOHELA made unauthorized, automatic withdrawals from borrowers’
accounts—sometimes for incorrect amounts—without borrowers’ knowledge or permission.® In
the lead-up to payments resuming last fall, “ED had instructed that for borrowers to utilize auto-
pay, they would have to opt in and reauthorize the government and its servicers to debit their
bank accounts, even if they had been enrolled in autopay before the Payment Pause.” AFT
alleges that, despite this instruction, “some borrowers who had not opted back into auto-pay had
their bank accounts debited by MOHELA to pay their student loans.”'® As a result, “these
automatic payments were unexpected, as [borrowers] had never authorized MOHELA to debit
their bank account.”"" If true, this is particularly problematic in the cases of the over 2.5 million
borrowers'? who received incorrect and untimely bills, which for those who experienced
unauthorized withdrawals from their accounts, could have resulted in “incorrect amounts being
withdrawn from their bank accounts.”"
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Second, MOHELA appears to have failed to accurately and timely process Income Driven
Repayment (IDR), Public Service Loan Forgiveness (PSLF), and refund applications—causing
clear financial harm to borrowers.'* Per ED’s instructions, “borrowers already enrolled in
REPAYE], an earlier IDR plan,] should have been transitioned to the SAVE plan without the
borrowers having to take any action,” and their payments should have been calculated using the
records from the REPAYE plan."”” But MOHELA did not automatically transfer borrowers to
SAVE when required, according to AFT, and the servicer used incorrect income and family size
information to calculate their IDR payments.'® Additionally, MOHELA allegedly failed to
approve SAVE applications in a timely manner, forcing borrowers to continue to make higher
payments on their existing payment plan."” And MOHELA appears to have further erred in its
handling of refund applications: borrowers who requested refunds of voluntary payments made
during the payment pause have still not been refunded according to AFT."

Third, according to AFT’s complaint, MOHELA improperly instructed borrowers enrolled in
IDR plans to recertify their income and family size well in advance of the deadline to do so,
meaning borrowers’ payments increased well before they should have.' Under clear ED
guidelines, “no borrower should have had to recertify for an IDR plan prior to March 2024, and
federal regulations prohibit servicers from sending recertification notices [before December 1,
2023], more than ninety days before the recertification deadline.””® Yet, AFT alleges that as early
as July 2023 and through December 2023, MOHELA instructed borrowers enrolled in an IDR
plan to recertify their income and family size before required, meaning borrowers whose salaries
had increased were subjected to higher payments during months when their payments should
have been lower.”

Fourth, as alleged, MOHELA actively misinformed borrowers about their debt relief options.* In
April 2022, the Biden-Harris Administration announced an automatic IDR Account Adjustment,
which allowed time spent repaying loans to count towards IDR cancellation relief, even if a
borrower had never enrolled in an IDR plan before, addressing longstanding failures by servicers
and the Trump Administration to accurately count borrowers’ time in repayment.” However, in
August 2023, for instance, a borrower who asked MOHELA whether consolidating her Direct
Loans would result in losing her existing PSLF credit was told in a written message: “if you
consolidate [your loans] you will lose all PSLF qualifying payments that you currently have.”
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Because those payments would have counted under the IDR Account Adjustment, this was
inaccurate, contrary to clear ED regulations.*

AFT’s lawsuit is not the only litigation alleging serious missteps by MOHELA. Just last week,
California borrowers and the Project on Predatory Student Lending filed a separate lawsuit
alleging that MOHELA systematically denied debt relief to borrowers who were the victims of
school misconduct.” The lawsuit alleges that, after ED announced it would discharge federal
student loans for former students of six predatory for-profit institutions,”® MOHELA continues to
report full balances on these accounts and refuses to process authorized refunds.”” Until recently,
according to PPSL’s complaint, MOHELA even demanded payments from borrowers on their
cancelled loans and provided inaccurate information about borrowers’ discharge status.”®

Under MOHELAs federal contract, the company has received $1.1 billion to date to service
student loans for 8 million borrowers.” But what appear to be careless, blatant, and harmful
violations of ED guidance exposed by the AFT and PPSL suits, suggest, once again, that
MOHELA cannot be trusted to meet its contractual obligations as a federal student loan servicer.
While we are encouraged by the work the Department has done to hold MOHELA accountable,
including withholding $7.2 million in payments from MOHELA last October™ and announcing
the transfer of one million borrower accounts away from MOHELA this past April,*' we urge
you to take even greater measures to protect borrowers from MOHELA’s abuses.

Given the new allegations raised in the AFT and PPSL suits, along with the concerns we already
raised to ED in our May 2024 letter about MOHELA’s billing errors, poor customer service
record, and decisions to avoid public and private accountability at every turn, we request that ED
immediately conduct an evaluation of MOHELA’s fulfillment of its contractual obligations as a
servicer, share key data with our offices and federal and state regulators, and act quickly to apply
corrective measures—including the potential termination of MOHELA’s federal contract if such
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action is justified. With this in mind, we request the following information by September 23,
2024:

1. On April 24, 2023, ED awarded contracts to five student loan servicers through the
Unified Servicing and Data Solution (USDS) solicitation: Central Research; EdFinancial
Services; Maximus Education; MOHELA; and Nelnet Diversified Solutions.*
Additionally, ED awarded Business Process Operations (BPO) contracts to servicers to
assist with contact centers and manual processing.™

a. How has MOHELA performed as compared to other servicers in fulfilling its
responsibilities under the USDS contract? Please provide concrete data, including
MOHELA'’s SLA/SLO performance metrics, monthly traffic Light Scorecard,
individualized Tier 1 and Tier 2 metrics, and regular and quarterly performance
reports.

b. How has MOHELA performed as compared to other servicers in fulfilling its
responsibilities under the BPO contract? Please provide concrete data on
MOHELA’s quality and accuracy in conducting tasks, including interactions with
customers and complaint handling, research, and responses.

c. Since these contracts began, how many complaints has ED received regarding
MOHELA’s servicing failures as compared to other servicers?

d. Has ED received indications from the Consumer Financial Protection Bureau
(CFPB) about the level of complaints from borrowers being serviced by
MOHELA as compared to other servicers? If so, please explain what CFPB has
shared with ED.

2. In apress release, ED stated that, under the USDS contracts, “servicers that provide
unsatisfactory or untimely service will face financial disincentives.”**

a. Has MOHELA provided “unsatisfactory of untimely service” since the initiation
of its contract in April 2023? Has MOHELA faced any financial disincentives as
a result?

%2 U.S. Department of Education, “U.S. Department of Education’s Office of Federal Student Aid Awards New
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b. ED stated that it withheld $7.2 million from MOHELA for sending late or no
billing statements to 2.5 million borrowers, declining to pay for work that was not
completed. Does ED consider this to be “unsatisfactory or untimely service”? Has
MOHELA faced any financial disincentives as a result?

We look forward to hearing from you in response to these questions and continuing to work
alongside you to hold MOHELA accountable to its obligations for America’s student borrowers.
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