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(1) 

FEDERAL STUDENT AID: PERFORMANCE– 
BASED ORGANIZATION REVIEW 

Wednesday, November 18, 2015 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON GOVERNMENT OPERATIONS, 

COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM, JOINT 
WITH THE SUBCOMMITTEE ON HIGHER EDUCATION AND 

WORKFORCE TRAINING, COMMITTEE ON EDUCATION AND THE 
WORKFORCE, 
Washington, D.C. 

The subcommittees met, pursuant to call, at 9:06 a.m., in Room 
2154, Rayburn House Office Building, Hon. Mark Meadows [chair-
man of the Subcommittee on Government Operations] presiding. 

Present from the Subcommittee on Government Operations: Rep-
resentatives Meadows, Jordan, Walberg, Mulvaney, Buck, Carter, 
Chaffetz, Connolly, Maloney, Clay, Plaskett. 

Present from the Subcommittee on Higher Education and Work-
force Training: Representatives Foxx, Guthrie, Messer, Curbelo, 
Stefanik, Allen, Kline, Scott, Hinojosa, Jeffries, Adams, DeSaulnier, 
and Courtney. 

Mr. MEADOWS. The Subcommittee on Government Operations of 
the Committee on Oversight and Government Reform and the Sub-
committee on Higher Education and Workforce Training of the 
Committee on Education and the Workforce will come to order. 

And, without objection, the chair is authorized to declare a recess 
at any time. 

Today, we gather to review the Federal Government’s first per-
formance-based organization, the Office of Federal Student Aid. 

In 1998, amendments to the Higher Education Act transformed 
FSA into a Federal experiment, one that many don’t realize is still 
ongoing. Driving this transformation was an idea that innovation 
would foster by bringing private-sector talent into the government, 
giving that talent independence from the parent agency, providing 
generous compensation, and then holding that talent accountable. 

Today’s goal is simple. We are going to evaluate FSA’s perform-
ance since it was granted these responsibilities and flexibilities. 

There is no doubt that FSA is tasked with a far greater responsi-
bility today than ever could have been imagined or anticipated in 
1998. The Federal Student Aid system is vast, complex, and grow-
ing. 

In 1998, the Free Application of Federal Student Aid was just 
being put on the World Wide Web. Today, FSA processes over 22 
million applications annually, and 99 percent of those applications 
are processed electronically. 
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In 1998, 3.8 million Pell grants were awarded annually, costing 
$6.7 billion. Today, it is 8.3 million Pell grants that are awarded 
by FSA annually, costing close to $32 billion. 

In 1998, FSA owned and managed $45 billion in Direct Loans 
outstanding principals, and the other $150 billion was funded and 
owned by a public-private partnership in the FFEL program. 
Today, FSA owns and manages a staggering amount of $1.18 tril-
lion in Federal assets. 

Now, while FSA’s responsibility has increased dramatically, 
there has not been an increase in accountability. Let’s be clear: 
Congress has not done its part. We created this thing, and then 
walked away. Congress has only called the FSA’s Chief Operating 
Officer, the owner of the PBO, to testify three times since 2010. 
This entire enterprise was set up for oversight, but in the halls of 
Congress we need to do better. 

Now, while I acknowledge Congress has to do its part, let me be 
clear: FSA is failing to live up to its side of the deal, as well. One 
only needs to consider the inspector general’s recent ‘‘Management 
Challenges’’ report for evidence that FSA is failing to deliver. Each 
challenge the IG flagged this time around was raised in last year’s 
report, as well. 

And these are not insignificant challenges but mission-critical 
areas that FSA must manage effectively. These areas include: im-
proper payment reporting, oversight and monitoring, and IT sys-
tem development and implementation, of which we heard in this 
very room yesterday some of the challenges there. And I’m con-
cerned that FSA made significant progress to be removed from the 
GAO’s high-risk list in 2005, but now it’s backsliding. 

And I’m doubly concerned about the culture being fostered by 
FSA. We will hear from school stakeholders today that the working 
relationship with FSA has become so strenuous that it is having 
an adverse effect on, ultimately, those people that they should be 
serving: the students. 

During the committee’s hearing yesterday, the Department re-
ceived an F—an F—for its failure to effectively secure the personal 
information of millions of students across the country. Today, I sus-
pect Washington may receive an F for allowing the Office of Fed-
eral Student Aid to expand into higher education. I’m not con-
vinced it’s been a healthy endeavor for students, parents, or tax-
payers. 

But I look forward to hearing from our witnesses today and now 
turn to the ranking member, the gentlewoman from New York, 
Mrs. Maloney, for her opening statement. 

Mrs. MALONEY. Thank you so very much, Mr. Chairman, for call-
ing this important hearing. 

As I understand it, the goal of today’s hearing is to examine the 
Office of Federal Student Aid within the Department of Education. 
FSA is what is known as a, and ’’performance-based organization.’’ 
These entities have greater independence from the other agencies, 
more flexible hiring authority, and additional contracting flexi-
bility. And they generally are more siloed from the rest of the other 
agencies. 

Some have suggested that this was a Clinton administration de-
cision. In fact, the Clinton administration proposed this concept for 
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the Department of Commerce, but it was Congress that created 
FSA within the Department of Education as a performance-based 
organization in 1998. 

The primary sponsors in the House of Representatives of the leg-
islation creating it as a performance-based organization were Rep-
resentative Buck McKeon, Representative William Clay, Rep. Wil-
liam Goodling, and Rep. Dale Kildee. 

During the markup of the legislation in committee, Buck McKeon 
and said this:‘‘For the first time, the day-to-day management of our 
student aid programs will be in the hands of someone with real- 
world experience in financial services. This individual will be given 
the hiring and contracting flexibility necessary to get results and 
will be paid based on performance. For the first time, the Depart-
ment’s student aid assistance will be run like a business, adopting 
the best practices from the private sector and focusing on bottom- 
line results.’’ 

Rep. McKeon’s legislation passed the House with a broad bipar-
tisan vote of 414 to 4. In fact, every Member of Congress who is 
here today and was serving when this legislation was passed voted 
for it. 

The reason was simple. A few years earlier, the Government Ac-
countability Office had added student loans to its high-risk list of 
programs that are especially vulnerable to waste, fraud, abuse, and 
mismanagement. As GAO stated at the time, the program had, 
’’generally succeeded in providing access to money for education,’’ 
end quote, but was, and I quote, ‘‘less successful in protecting the 
taxpayers’ financial interests.’’ 

And as a result of significant work over the next few years, by 
2005 GAO was able to remove student financial aid programs from 
its high-risk list, citing, ’’sustained improvements to address its fi-
nancial management and internal control weaknesses.’’ That was 
great news. 

I want to be clear that I agree that Congress should examine 
whether it still makes sense today, 18 years later, to keep FSA as 
a performance-based organization. As Rep. Connolly said at yester-
day’s hearing, we may want to consider bringing the Department 
up to date, particularly in the area of IT and data contracts. That 
is something I hope we can explore today. 

I also feel very strongly that we have to examine the actions of 
the student loan servicers. In August, the Consumer Financial Pro-
tection Bureau notified Navient, one of the Nation’s biggest student 
loan servicers, that after a 2-year investigation it had enough evi-
dence to indicate the company violated consumer protection laws 
and was considering taking legal action against the company for its 
late-fee practices, among other potential abuses. 

A year earlier, in 2014, Navient had to pay $60 million to com-
pensate tens of thousands of military servicemembers as part of a 
settlement with the Department of Justice for a, ‘‘nationwide pat-
tern of violating the Servicemembers Civil Relief Act.’’ 

Navient also entered into a settlement with the Federal Deposit 
Insurance Corporation for, ‘‘deceptive and unfair acts and prac-
tices.’’ These included, and I quote, ‘‘allocating underpayments in 
a manner that maximizes late fees incurred by consumers.’’ 

VerDate Sep 11 2014 12:40 Jan 11, 2017 Jkt 000000 PO 00000 Frm 00009 Fmt 6633 Sfmt 6633 F:\22384.TXT APRILA
K

IN
G

-6
43

0 
w

ith
 D

IS
T

IL
LE

R
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Unfortunately, we do not have Navient or any other servicers 
here today. I hope we will have the opportunity to question them 
at a future hearing. 

Finally, while this hearing today and our hearing yesterday are 
important, the much more urgent priority for students in this coun-
try is addressing the exploding cost of college and the crippling 
debt students face when they graduate and enter the workforce. 

The Center on Budget and Policy Priorities issued a report re-
cently warning that 47 States are now, ‘‘spending less per student 
in the 2014–2015 school year than they did at the start of the re-
cession.’’ In fact, the average State has cut spending by 20 percent 
per student compared to the 2007 and 2008 school year. As a re-
sult, GAO reports that, ‘‘By fiscal year 2012, tuition had overtaken 
State funding as a source of revenue for public colleges.’’ 

This is a national emergency. The Obama administration and 
Democrats in Congress have tried to make significant improve-
ments. For example, we successfully converted student loans to the 
Direct Loan Program, saving tens of billions of dollars. The admin-
istration has made other proposals, but many require statutory 
changes, so it is up to us here in Congress to act. 

The most critical higher education challenge confronting our Na-
tion is how students will pay for the ever-increasing cost of college. 
I hope we can focus at least some of today’s discussion on this 
issue, and I hope we will hold another hearing in the near future 
to address this critical challenge. 

Again, I thank you for focusing on one of the most important 
issues in our country, the education of our young people. 

Thank you, and I yield back. 
Mr. MEADOWS. I thank the gentlelady. 
I now welcome and recognize the chairman of the Subcommittee 

on Higher Education and Workforce Training of the Committee on 
Education and the Workforce, the gentlelady from North Carolina, 
Dr. Foxx, for her opening statement. 

Ms. FOXX. Thank you, Mr. Meadows. 
Good morning, everyone, and welcome to this joint hearing. The 

title of the committees are too long. 
I thank Chairman Meadows for working with our committee on 

an issue that is critical to serving the best interests of students, 
families, and taxpayers. I’m a firm believer that collaborative ef-
forts such as this are what most often produce the practical solu-
tions the American people deserve. 

We all know that the current Federal financial system is broken. 
That deserves repeating. We all know that the current Federal fi-
nancial aid system is broken. National student loan debt is at an 
all-time high, and a complex patchwork of grant, loan, and repay-
ment programs has become so difficult to navigate that it often dis-
courages individuals from pursuing a higher education. 

Students, families, and taxpayers deserve better. That’s why sim-
plifying and improving student aid remains a leading priority as 
Congress continues its work to strengthen higher education. Ad-
dressing the challenges within the Federal financial aid system is 
an important part of that effort and one we have discussed exten-
sively in our subcommittee. 
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But that’s not why we are here today. Instead, we are here to 
examine the agency tasked with managing the system, the Office 
of Federal Student Aid, or FSA. That agency is responsible for ad-
ministering every Federal loan, grant, work-study, and repayment 
program under Title IV of the Higher Education Act. In other 
words, FSA is in charge of delivering billions of taxpayer dollars to 
millions of eligible students, as well as managing more than a tril-
lion dollars of outstanding student loan debt. 

Additionally, the agency is expected to provide guidance about fi-
nancial aid policies to thousands of colleges and universities and 
has the authority to revoke an institution’s ability to participate in 
the aid programs should they not comply with that guidance. Need-
less to say, FSA plays an enormous role in the higher education 
system and has the ability to help or disrupt the lives of students. 

In the 1990s, the Government Accountability Office designated 
FSA as a, ‘‘high-risk agency with longstanding management prob-
lems,’’ To improve the efficiency and effectiveness of FSA and to 
mitigate the mishandling of limited resources moving forward, Con-
gress in 1998 converted the agency to a performance-based organi-
zation that would have to meet specific objectives under the Higher 
Education Act. 

Nearly two decades and trillions of dollars later, many would 
argue FSA is not achieving the intended results. It’s our job to find 
out why and identify opportunities for reform to ensure taxpayer 
dollars are well-spent and students are well-served. 

Numerous reports reveal FSA is rife with inefficiencies that have 
led to a lack of communication with students, institutions, and loan 
servicers; improper payments; inaccurate reporting of data; failure 
to ensure borrowers are aware of the repayment options available 
to them; mismanagement of contractors and vendors; poor cus-
tomer service—and I could go on, but we only have a limited time. 

After the last comprehensive review of the agency in 2008, the 
Department of Education’s Office of Inspector General found FSA 
has failed to meet its responsibility as a performance-based organi-
zation, such as developing a 5-year performance plan with external 
stakeholders and establishing annual performance reviews for the 
agency’s top executives. 

Due to these and other failures, the inspector general noted that 
FSA, ‘‘has been unable to realize the expected benefits of the initia-
tives and has hindered its progress in meeting the requirements of 
the Higher Ed Act.’’ 

This is about more than checking boxes. When FSA fails to fulfill 
its responsibility, it jeopardizes hardworking taxpayers’ money in-
tended to help students. We need to demand better. As Congress 
works to strengthen higher education, we must ensure the Office 
of Federal Student Aid is serving the best interest of students, fam-
ilies, and taxpayers. 

I look forward to hearing from our witnesses about how to 
achieve just that. Thank you for joining us today. 

And thank you again, Chairman Meadows, for working with us 
on this important hearing. 

Before I concluded my opening remarks, I do want to recognize 
our colleague Congressman Hinojosa, who announced last week his 
decision not to seek reelection after serving nearly 20 years in Con-
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gress. As the ranking member of the Subcommittee on Higher Edu-
cation and Workforce, Mr. Hinojosa has been an ardent champion 
for students, families, and workers. Mr. Hinojosa is to be com-
mended for his service to our country, and I wish him and his fam-
ily all the best in the years ahead. 

I yield back. 
Mr. MEADOWS. I thank the chairwoman for her eloquent words, 

and now recognizing the gentleman of which we owe a debt of grat-
itude to, the ranking member of the Subcommittee on Higher Edu-
cation and the Workforce, the gentleman from Texas, for his open-
ing statement. 

Mr. HINOJOSA. Thank you, Chairman Meadows and especially 
Chairwoman Foxx, for your very kind and generous remarks. I 
really appreciate everything you said, and we will visit on that. 

I also want to thank Ranking Member Maloney for holding this 
important hearing. 

Today’s joint committee hearing will examine the Office of Fed-
eral Student Aid as a performance-based organization and the 
management and administration of these programs. And I want to 
welcome our distinguished panel of witnesses for joining us this 
morning to share their views on how the Federal Government can 
continue to best serve our students. 

As we have heard this morning, the Office of Federal Student 
Aid, known as FSA, became a PBO as part of the 1998 reauthoriza-
tion of the Higher Education Act and was the first PBO established 
by Congress to manage the operational functions supporting finan-
cial aid programs. This model was crucial for the Department of 
Education to provide necessary services to our students and to en-
sure efficiency and accountability. 

While the focus of today’s joint hearing is on FSA’s performance 
as a PBO, some of my colleagues may attempt to discredit FSA, the 
Federal Student Aid, and its work in successfully transitioning to 
the Direct Loan Program. In my view, the Department’s move to 
direct lending in 2010 continues to provide students with a stream-
lined loan origination system, and it provides the Department with 
better oversight against fraud, waste, and abuse. 

Ladies and gentlemen, I must underscore that, while there is al-
ways room for improvement, I understand that FSA has been 
working to address areas of improvement for quite some time. And 
I want to emphasize three points which contributed to address the 
need to improve accessibility and affordability of higher education. 

First, we must remember that FSA is the largest provider of fi-
nancial aid for students in the United States. In 2015, FSA deliv-
ered approximately $128 billion in federal student aid to nearly 12 
million students at 6,100 institutions of higher education, amounts 
that had never been reached before in our country’s history. 

Secondly, I’m also aware that FSA has worked diligently to en-
sure students are receiving their financial aid funds in a timely 
manner so that they can pay for their education and be ready on 
the first day of classes. 

Thirdly, FSA is responsible for managing programs that ease the 
burden of student loan debt for borrowers. FSA plays a vitally im-
portant role in helping borrowers repay their student loans through 
income-driven repayment plans. 
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At the same time, I must express my concerns regarding student 
loan servicers. Several investigations and reports, including a re-
port issued by the Consumer Financial Protection Bureau, have 
found that Federal student loan servicers have not provided appro-
priate services and guidance and protections to borrowers. 

So, with this in mind, I applaud the Obama administration for 
taking steps to make college more affordable for students and fami-
lies by issuing a StudentAid Bill of Rights to give every borrower 
the right to an affordable repayment plan. Furthermore, every bor-
rower has the right to quality customer service, reliable informa-
tion, and fair treatment. 

Along those same lines, the Departments of Education, the 
Treasury, and Consumer Financial Protection Bureau issued ‘‘Joint 
Statement of Principles on Student Loan Servicing’’ in September 
of this year. This is a positive step in the right direction. I wish 
to remind my colleagues that every student, regardless of their so-
cioeconomic status, has an equal opportunity to both secondary 
education and access to financial aid. 

As you are aware, tuition costs and student loan debt have risen 
exponentially, surpassing the $1.2 trillion that Chairwoman Foxx 
mentioned. We must do all that we can to help borrowers repay 
their debt. 

With that, I look forward to hearing from our distinguished 
guests on these matters, and I yield back. 

Mr. MEADOWS. I thank the gentleman. 
I will hold the record open for 5 legislative days for any members 

who wish to provide and submit a written statement. 
Mr. MEADOWS. We will now recognize our panel of witnesses. 
I’m pleased to welcome Mr. James Runcie, who currently serves 

as the Chief Operating Officer at the U.S. Department of Edu-
cation. Mr. Runcie served as the Deputy Chief Operating Officer of 
FSA from 2010 to 2011 and Acting Chief Operating Officer of the 
Department of Education until his full appointment in 2012. 

Welcome. 
I welcome Ms. Melissa Emrey-Arras—is that correct? All right. 

She serves as the Director of Education, Workforce, and Income Se-
curity at the Government Accountability Office. She oversees na-
tional studies on both K-through-12 and higher education issues. 

I welcome back Ms. Kathleen Tighe, who currently serves as the 
Inspector General at the U.S. Department of Education. Ms. Tighe 
also chairs the Council of Inspector Generals on Integrity and Effi-
ciency and in 2011 was appointed by President Obama to the Re-
covery Accountability and Transparency Board and the Govern-
ment Accountability and Transparency Board. 

Welcome. 
I welcome Mr. Ben Miller, who currently serves as the senior di-

rector of postsecondary education at the Center for American 
Progress. Mr. Miller previously served as the director for higher 
education at New America as well as a senior policy advisor in the 
Office of Planning, Evaluation, and Policy Development at the De-
partment. 

And I also welcome Mr. Justin Draeger, who currently serves as 
the president and CEO of the National Association of Student Fi-
nancial Aid Administrators. In this capacity, he serves as the pri-
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mary voice of the NASFAA and the liaison between the 3,000 fi-
nancial aid offices and Congress and the Federal Government. 

Welcome to you all, and thank you for being here. 
Pursuant to Oversight and Government Reform Committee rules, 

all witnesses will be sworn in before they testify. So I’d ask that 
you please rise and raise your right hand. 

Do you solemnly swear or affirm that the testimony that you’re 
about to give will be the truth, the whole truth, and nothing but 
the truth? 

Thank you. Please be seated. 
Let the record reflect that all witnesses answered in the affirma-

tive. 
And in order to allow time for discussion, we would appreciate 

if you would please limit your oral testimony to 5 minutes. How-
ever, your entire written statement will be made part of the record. 

Mr. Runcie, you are recognized for 5 minutes. 

WITNESS STATEMENTS 

STATEMENT OF JAMES RUNCIE 

Mr. RUNCIE. Thank you, Chairman Meadows, Chairwoman Foxx 
and Ranking Members Maloney and Hinojosa and members of the 
committee, for the opportunity to discuss Federal Student Aid as 
a PBO. My name is James Runcie, and I serve as FSA’s Chief Op-
erating Officer. 

FSA is the largest source of federal student aid for postsecondary 
education in the U.S. During fiscal year 2015, we delivered more 
than $127 billion in aid to more than 13 million students attending 
approximately 6,100 postsecondary institutions. During this time, 
we processed nearly 20 million FAFSAs. Our loan portfolio is cur-
rently more than $1.2 trillion, with 42 million individual recipients 
and 193 million loans. 

We use a public-private partnership that leverages almost 1,300 
Federal employees and more than 12,000 contracted employees. 

Since FSA became a PBO, we have had numerous successes in 
transforming the delivery of student aid. FSA has responded to 
rapidly changing landscapes in the delivery of federal student aid. 

To accommodate growth and mitigate risk, FSA contracted with 
four private-sector servicers, who levy their commercial practices to 
expedite the delivery of services. As a result of the capital markets’ 
decline in 2008, we injected $112 billion into the markets, ensuring 
that every student that depended on federal student aid received 
it. 

We updated our systems, increased capacity, and provided train-
ing to thousands of financial aid professionals at thousands of 
schools to move to 100-percent direct lending. And we entered into 
agreements with not-for-profit loan servicers. We successfully im-
plemented 11 NFPs, and we did all of these things with no nega-
tive impact to students and families. 

The PBO contracting flexibilities allow us to structure contracts 
in a way that include performance requirements and protections for 
students and borrowers. Spurred in part by the PBO legislation 
and landmark procurement laws passed by Congress, FSA has 
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been a government leader in delivering its mission through the 
adoption of commercial solutions and systems. 

This year, FSA achieved $150 million in cost avoidance through 
successful contract negotiations. We have saved $105 million since 
2009, thanks to the culture of accountability established by the 
PBO. We are proud to have earned 14 consecutive annual clean fi-
nancial statement audit opinions. 

While we have strengthened our financial position, we also have 
strengthened our program compliance process to ensure the proper 
administration of federal student aid funds. We have increased ef-
forts to detect fraud in the FAFSA, and we have significantly re-
duced the time to complete the online application—more than 1 
hour in 2009—to less than 24 minutes in 2015. 

The FAFSA is but one integrated application among many in our 
complex operating environment. In 2015, we documented and as-
sessed more than 2,600 internal controls across 36 business proc-
esses. We found that 96 percent of these controls are designed and 
operate effectively. The remaining 4 percent had immaterial defi-
ciencies, for which we have established corrective actions. 

Within the last several years, we have effectively launched and 
implemented major modifications to our operating environment due 
to legislative, regulatory, and policy changes. Examples include but 
certainly are not limited to the IRS Data Retrieval Tool, new in-
come-driven repayment plans, the 150-percent Direct Subsidized 
Loan limit, and a comprehensive enterprise data warehouse. 

Through the recent Cyber Sprint, FSA has made significant 
progress in implementing additional protections to customer data. 
In addition, implementation of CyberArk at our Virtual Data Cen-
ter, completed last month, has remediated many of our audit access 
control findings. 

The need for Federal aid will continue to grow, and FSA must 
continue to adapt. We must be in a position to continue responding 
to rapid regulatory market changes, to recruit and retain special-
ized talent, to negotiate commercial contracting, and to provide the 
most effective program compliance in order to continue to fulfill our 
mission. 

Taking full advantage of each authority granted as a PBO was 
a critical element to our mission success. The employees that I rep-
resent at FSA are focused on the future of the organization—a fu-
ture that includes the early availability of the FAFSA in October 
2016; implementing prior-prior; repay and servicing improvements; 
launching a new student complaint system; expanding our over-
sight capacity; and increasing security of our systems. 

I appreciate the opportunity to provide the committee with an 
overview and welcome any questions that you may have today. 
Thank you. 

[prepared statement of Mr. Runcie follows:] 
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Mr. MEADOWS. Thank you, Mr. Runcie. 
Ms. Emrey-Arras, you are recognized for 5 minutes. 

STATEMENT OF MELISSA EMREY–ARRAS 
Ms. EMREY-ARRAS. Thank you. I am pleased to be here today to 

discuss the results of our work examining FSA’s efforts to monitor 
and oversee the Direct Loan Program. 

FSA administers the Direct Loan Program and oversees the per-
formance of contractors supporting this program. These contractors 
include loan servicers responsible for billing and other services, as 
well as companies managing the Department’s defaulted loan infor-
mation system. 

To address longstanding management weaknesses, the Higher 
Education Act was amended to establish FSA as the first PBO. A 
PBO is intended to transform the delivery of public services by 
committing to achieving specific, measurable goals with targets for 
improvement in exchange for being provided with more flexibility 
to manage its operations. 

Accordingly, FSA’s strategic plan includes several goals focused 
on monitoring contractors and serving the needs of borrowers. 
However, recent questions have been raised about FSA’s manage-
ment of the Direct Loan Program, including its oversight of con-
tractors. 

In March 2014, we found that FSA’s limited planning and over-
sight of its IT contractor prevented Education from providing time-
ly benefits to borrowers who completed loan rehabilitation. Loan 
rehabilitation allows borrowers who make nine on-time monthly 
payments in 10 months to have a default removed from their credit 
reports. However, no rehabilitations were processed from October 
2011 until April 2012 due to issues with FSA’s IT system, and FSA 
officials said they needed until January of 2013 to clear the result-
ing backlog. 

My statement today provides additional findings from our re-
cently completed work on FSA’s management of the Direct Loan 
Program and will focus on how well FSA, one, provides instructions 
and guidance to Direct Loan servicers, and, two, monitors and doc-
uments calls between Direct Loan borrowers and servicers. 

In terms of FSA’s instructions and guidance, we found that FSA’s 
communications to loan servicers are sometimes lacking, resulting 
in inconsistent services to borrowers. Six of the seven servicers we 
interviewed reported various issues resulting from absent, unclear, 
and inconsistent guidance and instructions. 

For example, one servicer said there were no instructions for how 
to apply over- or underpayments to borrower accounts. If a bor-
rower has multiple loans, some servicers spread an overpayment 
amount evenly across the loans, while other servicers target the 
higher-interest loans first. 

Furthermore, FSA is not consistently sharing all clarifications on 
Direct Loan Program instructions with all servicers. Accordingly, 
we are recommending today that FSA review and improve how it 
provides instruction and guidance to servicers. 

In terms of FSA’s call-monitoring process, we found that FSA’s 
monitoring has methodological weaknesses and is poorly docu-
mented. For example, we found that FSA monitors far fewer out-

VerDate Sep 11 2014 12:40 Jan 11, 2017 Jkt 000000 PO 00000 Frm 00026 Fmt 6633 Sfmt 6633 F:\22384.TXT APRILA
K

IN
G

-6
43

0 
w

ith
 D

IS
T

IL
LE

R



21 

bound calls than inbound calls, even though one servicer told us 
that it makes 60 times more outbound calls than inbound calls, and 
that outbound calls are made to borrowers who are often delin-
quent and at risk of default. 

Also, the methodology for selecting calls for review is not well- 
defined, and it relies on servicers to implement, with no verification 
from FSA to ensure its integrity. Accordingly, we are recom-
mending today that FSA implement a more rigorous methodology 
for monitoring calls. 

In addition, we found weaknesses in how FSA documents the re-
sults of its call monitoring. For example, some recent monitored 
calls did not consistently track errors over time. In addition, the 
monthly summary reports only capture errors if four or more occur 
in the same call. If a servicer fails to answer all of the borrower’s 
questions but does not compound this problem with three addi-
tional errors, the report does not capture this information. Accord-
ingly, we are recommending today that FSA improve documenta-
tion of its call monitoring. 

FSA faces challenges in the Direct Loan Program that affect its 
ability to function effectively as a PBO. If FSA fails to strengthen 
its instructions and guidance to servicers and improve call moni-
toring, differences between servicers will persist that could finan-
cially hurt borrowers or risk the integrity of the program. 

Thank you. This concludes my statement. 
[Prepared statement of Ms. Emrey-Arras follows:] 
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Mr. MEADOWS. Thank you. 
Inspector General Tighe, you are recognized for 5 minutes. 

STATEMENT OF THE HON. KATHLEEN TIGHE 

Ms. TIGHE. Thank you all for inviting me here today to discuss 
the work of the Office of Inspector General involving the U.S. De-
partment of Education’s Office of Federal Student Aid as a per-
formance-based organization. 

As many of you know, the Federal Student Aid programs have 
long been a major focus of our audit and investigative work, as 
these programs are large, complex, and susceptible to fraud and 
abuse. We look to promote efficiency and effectiveness in FSA pro-
grams and operations and, in doing so, help to protect America’s 
students from harm and help safeguard the taxpayers’ investment 
in higher education. 

As already noted during this hearing, FSA delivered about $130 
billion in student aid this year to 13 million students and managed 
an outstanding loan portfolio that has grown to $1.2 trillion. This 
makes FSA one of the largest financial institutions in the country. 

As a PBO, FSA is responsible for managing both the oversight 
and administrative functions that support these programs. In 2008, 
we determined that FSA was not completely fulfilling its respon-
sibilities as a PBO in the areas of systems integration, cost reduc-
tion, and planning and reporting. The work we have performed 
since 2008 has focused in significant part on areas within FSA’s 
oversight and administrative responsibilities. 

That work continues to identify problems in FSA’s oversight of 
program participants. For example, our 2015 audit found weak-
nesses in FSA’s process for performing program reviews, including 
that staff did not adequately document fiscal testing for timely dis-
bursements or determine whether schools had implemented Direct 
Loan quality assurance systems, and there was limited evidence of 
supervisory reviews, all of which may leave FSA with limited as-
surance that program reviews are appropriately identifying and re-
porting instances of noncompliance. 

Another 2015 audit found that FSA’s followup process for OIG’s 
external audits was not always effective because audits were not 
always closed timely and FSA did not always maintain appropriate 
documentation to show that corrective actions were completed. Not 
ensuring corrective actions are taken as quickly as possible allows 
deficiencies to continue to exist, and the risk remains that related 
programs were not effectively managed and that taxpayer funds 
are not being used as intended. 

FSA, as a PBO, also has the responsibility for managing the ad-
ministrative functions of the Title IV programs. Recent OIG work 
has identified weaknesses in this area. For example, results from 
our recent improper payments audits found that FSA has not taken 
full advantage of the Improper Payments Elimination and Recovery 
Act to identify and reduce improper payments in the Pell grant and 
Direct Loan Programs. We have identified issues with FSA’s im-
proper payment methodologies that render its improper-payment 
estimates for these programs inaccurate, incomplete, and unreli-
able. 
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OIG worked conducted over the last several years has also iden-
tified weaknesses in FSA’s contract management—an area of con-
cern, as FSA relies heavily on contractor support to accomplish the 
purposes of the PBO. 

We have seen weaknesses in FSA’s monitoring of its debt man-
agement system, its contracts with the Title IV servicers, and its 
contracts with private collection agencies. We have identified issues 
such as not ensuring contract milestones were met, lack of proper 
invoice validation, the failure to confirm the adequacy of 
deliverables, and the failure to ensure adequate IT security of con-
tractor-operated systems. 

Without improved contractor monitoring, FSA has limited assur-
ance that it is receiving the products and services it is paying for, 
impacting both students’ and taxpayers’ interests. 

My written testimony provides more detailed information on 
these findings as well as other examples of our recent work that 
shows that FSA needs to improve its oversight and management so 
as to ensure Title IV programs are serving the interests of stu-
dents. 

For the next reauthorization of the Higher Education Act, Con-
gress may want to consider adding specific requirements for over-
sight and contract management to the purposes and functions of 
the PBO and require FSA’s performance plans to establish measur-
able goals and objectives in these areas. 

My office is committed to working with FSA, the Department, 
and Congress to address the areas of risk within the Federal Stu-
dent Aid programs to reduce fraud and abuse. 

Thank you very much. 
[Prepared statement of Ms. Tighe follows:] 
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Mr. MEADOWS. Thank you, Inspector General. And thank you for 
your insightful report. 

Mr. Miller, you are recognized for 5 minutes. 

STATEMENT OF BEN MILLER 

Mr. MILLER. Good morning. Thank you, Chairman Meadows, 
Chairwoman Foxx, Ranking Member Maloney and Ranking Mem-
ber Hinojosa and members of the committee, for having me today. 

This month marks the 50th anniversary of the Higher Education 
Act, landmark legislation that has made our country stronger by 
allowing millions of low- and middle-income Americans to access 
and afford college. 

But, today, the growing price of college threatens to undermine 
the goals of the Higher Education Act. State disinvestment keeps 
driving public tuition higher, no longer can part-time work afford 
tuition bills, and family incomes have stagnated. As a result, Fed-
eral student loans are now the norm for people in college. Today, 
over 40 million Americans owe a collective $1.18 trillion in Federal 
student loans. Seventy percent of bachelor’s-degree graduates bor-
row for college. 

Under current law, the Federal Student Aid office, or FSA, can-
not fix the underlying conditions that leads students to borrow. But 
a strong, effective, and efficient FSA is still important for students. 
It can help them apply for aid easily, get dollars to them when they 
need it, guide them through the repayment process, and protect 
them from bad actors lurking throughout the system. 

In the last several years, FSA has done a lot to meet these goals. 
It has made applying for aid simpler and faster by using skip logic 
on questions and allowing for the easy importation of tax data. 
Next fall, it will implement a policy change known as prior-prior- 
year that helps families apply for aid sooner and better plan for 
college costs. This idea has bipartisan, bicameral support. FSA has 
also implemented repayment options that allow borrowers to make 
affordable payments based upon their income. 

Perhaps the greatest sign of FSA’s recent successes was the 2010 
transition following legislation that required all Federal loans be 
issued by the Department of Education. FSA worked with thou-
sands of institutions to make this change in just 3 months, and 
students saw no interruption in their flow of aid dollars. This 
change also saved taxpayers money by no longer having to pay ex-
pensive subsidies and guarantees to lenders, in exchange for offer-
ing an undifferentiated product whose terms were set by Congress. 

These are all important developments that have helped the gov-
ernment’s benefits work better for the students who receive them. 
They show FSA’s strong commitment to getting dollars to students 
quickly and on time. And they show the importance of having an 
agency structure with clear goals for efficiency and effectiveness. 

Still, there are places where Federal Student Aid can be 
strengthened, possibly through changes to its structure. For one, 
FSA and Congress must determine how to better use oversight 
tools and accountability metrics to protect students from institu-
tions that take advantage of them. 

Yesterday’s announcement that 85,000 former Corinthian stu-
dents may be eligible for loan discharges and Monday’s nearly $100 
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million settlement between the Federal Government and the Edu-
cation Management Corporation show the importance of early ac-
tion to weed out bad colleges. The government alleged EDMC im-
properly compensated recruiters in an operation where it sought 
anyone with ‘‘a Pell and a pulse,’’ yet the company still received bil-
lions in Federal aid over the last several years. 

Second, FSA should demand its contractors better serve stu-
dents. Today, it contracts with four companies that service the ma-
jority of student loans and is required to work with several others 
through a congressional earmark. In the mid-2000s, the inspector 
general found that three of the four main servicers and several of 
the earmarked ones had improperly billed the government millions 
of dollars for inflated loan subsidies. One of them also settled a 
claim by the U.S. Department of Justice for overcharging 
servicemembers. 

These are servicers whose prior behavior suggests the need for 
significant scrutiny to protect students and taxpayers. Fortunately, 
the move to direct lending and the fact that these individuals are 
all contractors means that FSA can address these challenges 
through changes much more easily than it could in the old bank- 
based system. 

Finally, the public and policymakers need additional performance 
data about institutions, servicers, and the loan portfolio. In par-
ticular, greater information about loan delinquency by institution, 
outcomes for borrowers in forbearance, and what happened to bor-
rowers before they defaulted would help guide policy changes that 
better serve students. A greater use of data for risk analysis could 
also lead to new pricing structures for servicers and collectors that 
reward them for helping the most vulnerable borrowers. 

But strengthening FSA cannot be our only strategy for address-
ing affordability. We must act to address the underlying structural 
problems that drive up price and debt. We must tackle State dis-
investment and encourage colleges to improve and spend sensibly. 
Doing so is the best way to ensure the Higher Education Act con-
tinues to meet its goals for the next 50 years. 

Thank you again for having me today, and I look forward to your 
questions. 

[Prepared statement of Mr. Miller follows:] 
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Mr. MEADOWS. Thank you, Mr. Miller. 
Mr. Draeger, you are recognized for 5 minutes. 

STATEMENT OF JUSTIN DRAEGER 
Mr. DRAEGER. Chairman Meadows and Chairwoman Foxx, Rank-

ing Members Maloney and Hinojosa, thank you for inviting me to 
testify today. 

Collectively, NASFAA’s 3,000 member schools serve 90 percent of 
all undergraduates in this country. And the issues I will describe 
today are not isolated incidents. One out of every three schools has 
reported to NASFAA significant operational shortfalls with FSA 
that, unfortunately, have only worsened in recent years. 

As institutions, we view ourselves as partners with FSA, and we 
celebrate their successes, particularly in regards to simplifying the 
financial aid form and improving their counseling tools. But these 
successes notwithstanding, FSA is consistently falling short in 
other areas, particularly in their partnerships with institutions, 
and that has detrimental effects on students. 

In our written remarks, we have included several examples of 
this lack of partnership, including one where FSA took unilateral 
action last year without consulting schools that resulted in some 
students being mistakenly placed into student loan repayment 
while they were actually still in school. 

Now, schools are reluctant to complain about this disservice be-
cause FSA ultimately holds all the cards in terms of a school being 
able to offer financial aid funds to students. The underlying percep-
tion to our members is that you keep your complaints to a min-
imum or you risk a Federal program review. And this feeds into 
a second major issue with FSA, its lack of accountability to part-
ners or the public. 

The most pervasive problems at FSA—and this has been re-
ported by over a thousand schools in each of your districts, serving 
6.5 million students—are long delays in program participation 
agreement changes, long delays in closing out program reviews, de-
layed guidance in relation to deadlines that institutions have to 
meet, and even publishing simple benchmarks about how long it 
should take to get responses on compliance issues. 

These issues have been going on for years. In fact, in 2012, we 
provided input to FSA about how they could improve their service 
to partners. Yet, still today, FSA’s strategic plans continue to lack 
appropriate performance metrics that could be used to measure 
progress on these issues. 

Of the many examples that we have provided in our written tes-
timony, the most recent example that can be found that highlights 
these issues is in FSA’s implementation of gainful employment re-
porting. And for those of you who might be unfamiliar, the Depart-
ment recently defined what it means to be gainfully employed, 
which is a statutory criteria schools have to meet in order to offer 
financial aid for certificate programs. 

The entire rollout process can be described as nothing less than 
a time-consuming debacle that took already-limited time away from 
counseling students. 

In response to schools’ complaints about this process, FSA offi-
cials are quick to point out that schools had 9 months to meet this 
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massive data reporting requirement, which, quite frankly, is intel-
lectually dishonest. We have provided a timeline in my written tes-
timony, also available here in the room, that shows that FSA didn’t 
even begin issuing operational guidance until 3 months after the 
final regulations were published. 

Then, in the space of 5 months, leading right up to the deadline, 
FSA issued roughly 300 pages of additional implementation guid-
ance, the bulk of which included a technical reference guide—all of 
it being issued and updated right up to the reporting deadline. 
Then, as that reporting deadline came and went, FSA continued to 
issue guidance on compliance. 

And here’s where it gets truly disturbing. At the same time that 
ED was continuing to issue guidance to schools, they began sending 
a series of threatening letters to all types of schools—4-year public, 
private, community colleges, and proprietaries—threatening them 
with administrative incapability findings, a term that basically 
means that students at those schools could lose financial aid. 

Now, FSA claims that schools showed a shocking lack of compli-
ance, without even considering the idea that it was perhaps their 
own rollout and timing that contributed to the bulk of these prob-
lems. As it turns out, most of these schools were not out of compli-
ance. They simply had data reporting errors that produced con-
flicting results at FSA. 

Eventually, 10 weeks after these deadlines and after two threat-
ening letters, FSA finally released a tool that schools could actually 
use to determine whether all the data conflicts had been resolved. 

And, of course, how does this ultimately affect students? Well, 
one financial aid administrator in Ohio summarized it best when 
she said, ‘‘GE reporting has been an incredibly frustrating experi-
ence—an experience in wasted time that could have been more pro-
ductively spent helping our students and families.’’ 

Despite these examples that we have cited here and as best as 
we can tell, FSA continues, through self-assessment, to give itself 
high marks, pay healthy bonuses, and avert responsibility for these 
persistent issues. Now, we really do see FSA as a partner, but part-
nership is not a one-way street. We have provided several rec-
ommendations on ways that we hope we can address these issues. 

And despite FSA’s many successes and despite my belief that 
their staff are as dedicated to students as any financial aid admin-
istrator in this country, I also believe we will continue to have 
these problems until there are meaningful cultural and structural 
changes at this agency. 

Thank you. 
[prepared statement of Mr. Draeger follows:] 
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Ms. FOXX. [Presiding.] Thank you, Mr. Draeger. 
And, again, thanks to all of our witnesses who are here today. 
I would now like to recognize Mr. Allen for 5 minutes for ques-

tions. 
Mr. ALLEN. Thank you, Madam Chairman. 
And thank you, panel, for being here today to talk about this 

very important work that you do. I mean, $1.18 trillion outstanding 
in debt, serving 41 million borrowers, that’s a big job. And, cer-
tainly, we need to look at this very, very carefully to see if we are 
getting the results that we want out of this program. 

One of the things that I hear in my district is that there are lots 
of jobs, very good-paying jobs available. And I have been amazed, 
at my short time here in Congress and on this Educational and 
Workforce Committee, that there is such a disconnect between the 
business community or manufacturing or the job creators and those 
in the education business. And somehow we’ve got to bring those 
together, because we’ve got students that are getting an education 
without the idea of perhaps what they are going to do and how 
they are going to pay this money back. 

With that, Mr. Runcie, I’d like to start out with my first ques-
tion. The bipartisan budget agreement just signed into law allows 
the Federal Government and its contractors to use predictive dial-
ing to reach borrowers on their cell phones in order to help them 
avoid or get out of default. 

Can you discuss the administration’s views on how this tech-
nology will aid FSA’s efforts to assist these struggling borrowers? 

Mr. RUNCIE. Sure. 
You know, part of the difficulty of making sure that students do 

not go into default or late-stage delinquency is being able to reach 
them. You know, that is sometimes the biggest impediment to mak-
ing sure that they can get the tools and the resources they need 
to address some of their default management, you know, issues. 

And so that is a tool that would be helpful in order to increase 
some of the efficiencies around reaching out and getting these stu-
dents and borrowers to act. We’ve got income-based repayment, 
we’ve got lots of tools that they can use that we’ve rolled out over 
the last couple of years. And the ability to reach them so that 
they’re aware of these through something like TCPA would be tre-
mendously helpful. 

Obviously, you know, that’s going to take some time to imple-
ment, and it’s going through a process now, but we stand ready to 
use that type of technology to address those issues. 

Mr. ALLEN. So, in other words, the administration is in favor of 
using this method to get in touch with the students in accordance 
with the bipartisan budget agreement? 

Mr. RUNCIE. I’m just saying that it would—I believe so, but, just 
from an operational standpoint, it would help outcomes. 

Mr. ALLEN. Okay. Thank you, sir. 
Ms. Emrey-Arras, like I said, we’re 41 million borrowers, $1.18 

trillion. And the GAO found that the FSA is lacking, resulting in 
inconsistent and ineffective programs for borrowers. 

How has the lack of guidance and communication affected 
servicers’ ability to assist our borrowers? 
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Ms. EMREY-ARRAS. Basically, servicers treat borrowers dif-
ferently. So you could have the same borrower with the same finan-
cial circumstances, and they might get completely different advice, 
depending on which servicer they contact. 

This is because Education has not provided consistent instruc-
tions and guidance to servicers on how to apply payments like un-
derpayments and overpayments, how to deal with different types of 
income documentation, and the like. So there is really missing in-
struction that could really help ensure consistency and serve bor-
rowers. 

Mr. ALLEN. Has the FSA been diligent in oversight of this issue? 
Ms. EMREY-ARRAS. We believe that FSA could do more. For ex-

ample, servicers we spoke with said it would be very helpful to 
have a manual, which would be just very simple in terms of what 
the instructions are for implementing the program to make sure 
that there is consistency. 

So that is something that we have put out there as part of our 
recommendation to provide guidance, that FSA consider having a 
basic operations manual for servicers. 

Mr. ALLEN. Uh-huh. As the chair of our hearing said this morn-
ing, Congress obviously needs to step it up. What can Congress do? 

Ms. EMREY-ARRAS. Well, we haven’t made any recommendations 
to Congress in this testimony. I will defer to others on that point. 

Mr. ALLEN. Okay. All right. 
Well, I’m just about out of time, so I’ll yield back the balance of 

my time. 
Ms. FOXX. Thank you, Mr. Allen. 
Mr. Hinojosa, you are recognized for 5 minutes. 
Mr. HINOJOSA. Thank you, Madam Chair. 
My first question is to Mr. Runcie. 
I understand that many borrowers are unaware of the Federal 

Government’s income-driven repayment plans. What is the FSA 
doing to increase awareness about income-driven repayment plans 
that I mentioned? 

Mr. RUNCIE. There are a number of things that, you know, we’re 
doing, but what I want to emphasize is the rate of growth in the 
takeup in income-based repayment. It’s been phenomenal. So a sig-
nificant percentage of the portfolio and a growing percent is now 
using income-based repayment. 

A lot of that has to do with we’ve had targeted email campaigns. 
We’ve changed the incentive structure for our servicers. We’ve cre-
ated Web sites with information about income-based repayment. 
We’ve worked with Treasury and Intuit in terms of mechanisms 
and activities that create awareness around these programs. 

So we’ve done a lot, but, more importantly, the outcomes are evi-
dencing that the outreach and the awareness that we’re putting out 
there is making a difference. 

Mr. HINOJOSA. I’ll be back to you. 
Mr. Ben Miller, as you know, student loan debt stands at the 

$1.2 trillion that has been repeated over and over again. In your 
expert opinion, what steps has the Obama administration taken to 
expand accessibility and affordability in higher ed? 

Mr. MILLER. So there’s been a number of important steps. 
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And, I mean, obviously, the best form of student loan debt is no 
student loan debt. And this is something where the Obama admin-
istration has done a lot, especially beginning with the Recovery 
Act, where it invests in a lot of additional money in Federal Pell 
grants to help the lowest-income students. 

It then followed that up in 2010 with additional money for Pell 
grants by ending the bank-based loan system, which allowed, I be-
lieve, about $36 billion to go to Pell grants. 

The result is that, before this administration came in, the Pell 
grant had been a largely stagnant maximum award. It has now 
gone up by a little bit over $1,000, which has meant a lot for low- 
income students. 

In addition, several of the income-driven repayment plans that 
have already been discussed have been important for helping bor-
rowers manage their debt so that, now, basically any borrower who 
enters repayment knows that they will be able to cap their loan 
payments at about 10 percent of their discretionary income. If they 
engage in public service, they’ll be able to get forgiveness after 10 
years, and, otherwise, they’ll be able to get forgiveness after be-
tween 20 and 25 years. 

Mr. HINOJOSA. I agree with you. Those are very good things that 
occurred. I was chairman of the committee, and so I agree with 
you, because we were addressing what the presidents of univer-
sities and the chancellors of university systems told us needed to 
be done. 

My third question is to Mr. Runcie. 
Several investigations have found that Federal student loan 

servicers whose contracts are managed by OSS may not be pro-
viding appropriate services. In September this year, 2015, the 
CFPB published a 150-page report detailing those servicers’ issues 
and policy recommendations to fix the management of loan serv-
icing. 

What is FSA doing to ensure that those servicers are using due 
diligence in managing their portfolio? 

Mr. RUNCIE. Yeah, and I believe the CFPB report also included 
information around sort of private loan servicers, as well. 

But, you know, FSA has—in October of 2014, we came out with 
a new incentive structure and pricing model that we provided to all 
of the servicers, the TIVAS as well as the NFPs. And the structure 
of those contracts and the way the pricing is, it puts a tremendous 
amount of economic value on keeping students in repayment—— 

Mr. HINOJOSA. Excuse me. Time is running out. Can members of 
this committee, of the two committees, get copies of that latest in-
struction manual that you are discussing here? 

Mr. RUNCIE. Yes, we can provide the—— 
Mr. HINOJOSA. Well, let me say that, as time is running out, I 

want to say that this is amazing to me, a business as big as higher 
education, where we are talking about billions and trillions of dol-
lars, that we don’t have penalties for some of these that are vio-
lating the rules, like the one that just took bankruptcy and was 
shut down. 

What is the name of that organization, that university? Corin-
thian. 

Mr. RUNCIE. Yeah. 
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Mr. HINOJOSA. All of this to say that it seems to me that Con-
gress should give instructions that the people who violate, as they 
are, should receive penalties that are to the individuals who are 
making those decisions. There should be fines and imprisonment. 
There has to be something that is going to stop this. 

It was back before 2010, and if I may quickly say, that we were 
seeing students getting student loans at 10 and 12 percent from 
banks and other groups, even from universities. New laws came in, 
as were pointed out, that we could make direct loans at 5 percent. 
And then, of course, the lobbyists came down on us real hard to 
stop doing that because their banks were not making all that 
money with guaranteed Federal loans. 

So we really need to really put in some time and come up with 
penalties that are going to stop that type of decisionmaking that 
was going on. 

I yield back. 
Ms. FOXX. Now, Mr. Meadows, you’re recognized for 5 minutes. 
Mr. MEADOWS. Thank you, Madam Chairman. 
Mr. Runcie, I’m going to come directly to you. The oral testimony 

Ms. Emrey-Arras and Ms. Tighe was kinder than perhaps the writ-
ten testimony that I’ve seen. And so I’m going to come to you be-
cause my role is more oversight, not as much on the policy side of 
things. 

So how much do we pay out in improper payments every year? 
Mr. RUNCIE. Well, we have improper payment estimates. So we 

don’t actually make payouts. Right? So, for instance, we have—— 
Mr. MEADOWS. But you have oversight. You’re the COO. And so 

as we look at the improper payments, how much do the American 
taxpayers—can they recognize in terms of improper payments? 

Mr. RUNCIE. So improper payments there are two categories. 
There are direct loans and Pell. 

Mr. MEADOWS. Combined, what’s the total? 
Mr. RUNCIE. The combined total is about $1.8 billion of estimated 

improper payments. That’s done through sampling techniques, and 
we look at information and then extrapolate that it would be one 
point—— 

Mr. MEADOWS. Well, I’ve only got 5 minutes. So let me interrupt 
you. 

If that’s your official testimony, I guess my question is, is how 
do you know? Because you’ve changed the methodology, didn’t you, 
Mr. Runcie, on how you evaluated improper payments? 

Mr. RUNCIE. That methodology was approved by OMB. So—— 
Mr. MEADOWS. You changed it in fiscal year 2013. 
Mr. RUNCIE. That’s right. 
Mr. MEADOWS. And then the improper payments amount dou-

bled. Is that correct? That’s the information I have—— 
Mr. RUNCIE. We changed. 
Mr. MEADOWS. —from about $2 billion to about $4 billion? 
Mr. RUNCIE. No, it’s about $2 billion. I’m not sure the timeframe 

that you’re talking about, but the estimated improper payment—— 
Mr. MEADOWS. How many times have you changed the way that 

you figure improper payments, Mr. Runcie? 
Mr. RUNCIE. Once since I’ve been at FSA. So we changed it—— 
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Mr. MEADOWS. Well, I’m going to give you a chance to check with 
your folks behind you. Because I have information that would indi-
cate you’ve changed it twice. 

Mr. RUNCIE. Okay. So what I’m saying is that when we change 
the improper payment methodology, it’s based upon some analysis 
that we do. That analysis was—we had some disagreement in 
terms of the appropriateness of—— 

Mr. MEADOWS. I’d say major disagreement. So let me go on a lit-
tle bit further. So let me interrupt because I need to get to an an-
swer here. 

Mr. RUNCIE. Okay. 
Mr. MEADOWS. Here’s my concern. You have improper payments 

of about $2 billion under a scenario that you’re—and I’m rounding 
off. You change the scenario after that same method of calculating 
it showed that you had $4 billion in improper payments, and you 
go retroactively to OMB and say: We want a new process to be able 
to evaluate that. Is that in general terms how it worked? 

Mr. RUNCIE. My understanding is OMB is the authority. They 
sign off on it. It is—— 

Mr. MEADOWS. I agree. 
Mr. RUNCIE. And it is appropriate. 
Mr. MEADOWS. All right. So are you following OMB guidelines? 

Be careful how you answer. 
Mr. RUNCIE. OMB has approved the methodology that we use 

for—— 
Mr. MEADOWS. Are you using their approved methodology? 
Mr. RUNCIE. That’s what we used for 2015 and 2014. 
Mr. MEADOWS. Okay. So let me ask you this, then. Their method-

ology, from what I understand, would include a sample size of 300. 
And yet according to the information I have, you’re only analyzing 
79 cases, which is statistically not accurate. It’s not even following 
what OMB has indicated. Are my numbers correct? 

Mr. RUNCIE. I don’t have the numbers—— 
Mr. MEADOWS. Ms. Tighe, are they correct? 
Ms. TIGHE. FSA originally went to OMB with a sample size of 

about 311 reports. I believe they did get permission to, when they 
realized they weren’t going to have that sample size, they went and 
got permission to use draft reports. But that dropped them to about 
90 reports instead of 311. 

Mr. MEADOWS. Yeah. I show 79 plus 21, so—is the numbers that 
I show. 

So, Mr. Runcie, let me tell you why I’m troubled by this. Let’s 
put it in education terms. It’s like a student is going through and 
taking an SAT and we’re getting certain trends. And then all of 
sudden we don’t like the trends we see and we change the goalpost, 
we change the way that we do the methodology, so that the SAT 
scores look a little bit better. Would you not agree that that’s what 
the Department of Education has done? 

Mr. RUNCIE. We’re a performance-based organization. We have 
an obligation to continue to refine, innovate, and look at best prac-
tices. 

Mr. MEADOWS. All right. In the 24 seconds that I have left, at 
what point will you start to comply with the OMB guidance on how 
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we’re to have a sample size with 300? At what point are you going 
to do that? 

Mr. RUNCIE. The methodology that we use has been approved by 
OMB. 

Mr. MEADOWS. Okay. That’s your testimony. All right. Here’s 
what I would ask you to do is report back to this committee with 
OMB and see if they’re in compliance. And I would ask the inspec-
tor general and GAO to see if they concur with your decision. 

And I appreciate the patience of the chair. 
Ms. FOXX. Thank you, Mr. Meadows. 
Ms. Plaskett, you’re recognized for 5 minutes. 
Ms. PLASKETT. I think—— 
Ms. FOXX. We’re alternating between Education and Oversight. 

So it is your time. 
Ms. PLASKETT. Thank you. I don’t want to, you know, mess up 

the protocol. Thank you so much. 
Ms. Tighe, yesterday at the Oversight and Government Reform 

Committee you testified that a company in Georgia, a subcon-
tractor, refused to give your office access to information you need-
ed. Is that correct? This was regarding a Federal Information Secu-
rity Management Act? 

Ms. TIGHE. That’s correct. 
Ms. PLASKETT. Okay. And you testified that the name of the com-

pany that refused to give you that access was TSYS. Is that cor-
rect? 

Ms. TIGHE. That’s correct, TSYS. 
Ms. PLASKETT. And who’s the prime contractor since that—— 
Ms. TIGHE. Accenture. 
Ms. PLASKETT. This is a government contract paid for by tax-

payer funds to a subcontractor? 
Ms. TIGHE. Yes. 
Ms. PLASKETT. And did you ask for TSYS, for a copy of the con-

tract? And if so, did they give it to you? 
Ms. TIGHE. Well, there’s many layers of issues. We asked for— 

after we were—did not get the complete information we needed to 
audit the system that they were operating, we asked FSA for a 
copy of the contract between Accenture and TSYS. They suggested 
initially that we go directly to Accenture ourselves and get a copy 
of it. I personally thought it was FSA’s responsibility because the 
subcontractor was operating their system and that they should go 
get a copy. They were not able to do that. 

Ms. PLASKETT. But wouldn’t—I mean, I know that you want to 
go talk about the Department. But this is a contractor and a sub-
contractor to the government. 

Ms. TIGHE. Yes. 
Ms. PLASKETT. And don’t they have a responsibility to give you 

that information when you ask for it? That’s a yes or a no. Do they 
have a responsibility to give you that information? 

Ms. TIGHE. Yes. 
Ms. PLASKETT. And so what is the mechanism that you have in 

place to ensure that they do that rather than going to the Depart-
ment, but to get that information from the contractor? 

Ms. TIGHE. Well, my mechanism when they don’t supply informa-
tion to me is to do a subpoena. I have—— 

VerDate Sep 11 2014 12:40 Jan 11, 2017 Jkt 000000 PO 00000 Frm 00102 Fmt 6633 Sfmt 6633 F:\22384.TXT APRILA
K

IN
G

-6
43

0 
w

ith
 D

IS
T

IL
LE

R



97 

Ms. PLASKETT. And have you done that? 
Ms. TIGHE. I have not done that in this case yet, no. 
Ms. PLASKETT. Do you plan on doing that? 
Ms. TIGHE. For the contract, I don’t know. We have con-

templated—I mean, my biggest concern was not the contract itself. 
My biggest concern is the information that we needed to do our 
vulnerability assessment of the mainframe on which the common 
origination disbursement system rests in Columbus, Georgia, that 
we were not able to do because TSYS did not give us all the infor-
mation we needed. That information I may yet subpoena. 

Ms. PLASKETT. But, I mean, I have a fundamental problem with 
a contractor or subcontractor to the government, the United States 
Government, not giving the inspector general information when 
they’re asking for it. 

Mr. Runcie, from the Department’s perspective, don’t your con-
tractors and subcontractors have an obligation to give that infor-
mation to the IG? 

Mr. RUNCIE. I believe so. 
Ms. PLASKETT. And when do you think the subpoena power 

should be enforced to make sure that that happens? 
Mr. RUNCIE. That’s not my call. But what I will say is that we 

tried everything that we could. I mean, I think we worked with the 
inspector general, OCIO. We got the prime, we got the subcon-
tractor, we got our contracting officer. We had a number of people 
exert a maximum amount of effort to get them to provide the infor-
mation that the inspector general wanted. And I was disappointed 
that we couldn’t get that. 

Ms. PLASKETT. So can the Department withhold funds from not 
just the subcontractor but primarily the contractor, Accenture, 
until it complies with the request of the inspector general? 

Mr. RUNCIE. Our contract is with Accenture. And if—— 
Ms. PLASKETT. Because they haven’t given the information ei-

ther. Have they? Accenture. 
Mr. RUNCIE. Well, it’s not their information. It’s the information 

that the subcontractor—— 
Ms. PLASKETT. Well, the contract itself. Right? Would be for 

Accenture. 
Mr. RUNCIE. Yes. But the contract—my understanding, based 

upon conversations with our contracting officer, is that is a com-
mercial contract between Accenture and TSYS. We don’t have the 
contractural right to get that contract. 

Ms. PLASKETT. What do you say to that, Ms. Tighe? 
Ms. TIGHE. I’d say that view is interesting in light of the fact 

that TSYS is in charge of operating one of most significant data 
systems that FSA has. 

Ms. PLASKETT. Well, you know, I know that the chairman of 
Oversight and Government Reform, Mr. Chaffetz, yesterday talked 
about writing a letter to the subcontractor. I think that a letter 
also needs to probably be written to the contractor in this case. 

Ms. TIGHE. I would agree. 
Ms. PLASKETT. Okay. Thank you. 
I have no further questions. Thank you. 
Ms. FOXX. Thank you very much. 
Mr. Guthrie, you’re recognized for 5 minutes. 
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Mr. GUTHRIE. Thank you, Madam Chairwoman. I appreciate 
that. And I appreciate you all being here. This is a timely subject 
to me. I have one child that just left college, one in college, and one 
we just did a college tour, and you sit there, as they say, the cost 
of attendance. And you’re saying: How do people do this? It is very 
difficult. And it’s something that I know we’re involved in doing. 

And so since you’re kind of peers with my age group, I have a 
lot of—that’s why I hear a lot of parents talk about the afford-
ability of college. So it is on a lot of people’s minds. A lot of that 
happens at the State level, I get it. But having an adequate and 
a good service program. And I can’t go without pointing out, be-
cause I started talking about this in 2009, and I still say it again: 
$10 billion of Federal money that’s paid by students back to the 
Federal Government. So the profit from operating the program goes 
to pay for the Affordable Care Act. So that’s almost $1 billion a 
year goes to pay—so I just want to remind people that money that 
students pay for their colleges is diverted to the Affordable Care 
Act. So almost $10 billion over 10 years. That’s over 10 years. 

So, Mr. Runcie, I want to ask you a question. Throughout the 
GAO’s testimony, there are numerous examples of FSA falling 
short in its management and oversight of servicing contracts. A 
major consequence of the oversight deficiencies is that borrowers in 
turn face inconsistent experiences in services. This is a far-reaching 
consequence that FSA, as a performance-based organization, is 
tasked with fixing. Keeping in mind that until these problems are 
rectified borrowers will continue to lack the kind of service re-
quired by FSA’s PBO designation. And I have a few questions 
based on that. 

When will the clearer guidance to help servicers interpret income 
documentation be ready? 

Mr. RUNCIE. So, I just want to give you some context in terms 
of why there may be some differences between, you know, the 
servicers and how they, you know, treat specific incidents. Right? 
So we had to stand up the TIVAS, the four servicers, in a pretty 
short window. And we allowed them to use their commercial prac-
tices and their commercial, you know, operations. And because of 
that there are variations. And those servicers also provide those 
services to the FFEL program. So there were inconsistencies there 
from a servicing perspective. But in order for us to quickly ramp 
up to deal with the volume that we did, we had to leverage our 
commercial operations. 

There were differences in some of their practices. Those dif-
ferences still exist. And we provided guidance and clarification for 
some of those. But ultimately we’re entering into a recompete proc-
ess that will start in January of 2016. And through that process 
we’re going to be able to do some things like standardize common 
practices, have common branding, and to address some of those 
issues. 

Mr. GUTHRIE. Okay. So I understand that. And I understand how 
quick, because it all happened in the Affordable Care Act quickly. 
We had discussed it in this committee for a while, but it kind of 
just came into being because of the money needed to pay for the 
Affordable Care Act. 

VerDate Sep 11 2014 12:40 Jan 11, 2017 Jkt 000000 PO 00000 Frm 00104 Fmt 6633 Sfmt 6633 F:\22384.TXT APRILA
K

IN
G

-6
43

0 
w

ith
 D

IS
T

IL
LE

R



99 

So when will the—so I understand the problem. So when is it 
going to be fixed? 

Mr. RUNCIE. Well, first of all, some of this stuff has been—some 
of the things we can address we’ve addressed, like the capitaliza-
tion of interest. Other things like over and underpayments that 
were mentioned before, we’re working with CFPB. They’re an orga-
nization that understands some of the issues around what the best 
practices in terms of dealing with that. So, you know, I don’t have 
a specific timeframe. But I would say within 2016 certainly. 

Mr. GUTHRIE. Within 2016. 
Mr. RUNCIE. Yeah. 
Mr. GUTHRIE. And then also the servicers expressed for a com-

mon manual, I think we talked about it a little earlier with Ms. 
Tighe, similarly to those that exist with. 

Mr. GUTHRIE. FFEL in order to help solve consistency. Do you 
have plans to have a common manual? And when will that be 
ready. 

Mr. RUNCIE. Yeah. The common manual will be something that 
based upon our recompete strategy we’ll be able to put together. 
However, the common manual that existed before, there were still 
differences between the way those servicers who used the common 
manual, you know, addressed borrower issues. So I think the plat-
form that we’re—the place we’re looking to go is to be able to 
standardize a number of processes as we go through recompete 
process. 

Mr. GUTHRIE. Is there a date that you think—— 
Mr. RUNCIE. Well, the recompete process is going to start 2016, 

January 2016. That’s our target. The contracts themselves wind 
down—the existing contracts today wind down in 2019. So there 
would be a transition period. 

Mr. GUTHRIE. Okay. I’m about to run out of time, but real quick, 
I have a bill that—we’ve seen, particularly Indiana University be 
extremely successful with financial accounting. So I have a bill, 
H.R. 3179. But my understanding in the law that currently re-
quires financial counseling, but I think up to 40 percent of the stu-
dents interviewed said that they don’t remember, recall, ever being 
financially counseled. So we know that financial counseling makes 
a difference. It does in the Indiana model anyway, and the Indiana 
University has been very successful. Is there a plan to fix that 
problem under the current law? We’re trying to change the law, but 
is there a plan to fix where we are under the current law? 

Mr. RUNCIE. Yeah, I mean, you know, there are policy changes 
that can be made. But clearly we—our exit counseling—it does 
make a huge difference. I think the multiple’s you’re two times less 
likely to miss a payment if you go through counseling, at least our 
counseling that we have in place. And so we have a lot of the tools. 
You know, I’m not sure what the hit rate is in terms of, you know, 
people actually using those tools, but it is a requirement. 

Mr. GUTHRIE. Thank you. My time has expired. 
Ms. FOXX. The gentleman’s time has expired. 
Mr. Scott, you’re recognized for 5 minutes. 
Mr. SCOTT. Thank you, Madam Chair. 
Mr. Runcie, we’ve heard from a number of sources that the 

FAFSA form is so complicated that a significant number of people 
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are not applying to college or not getting the aid to which they’re 
entitled. They are a lot of suggestions in simplifying the form. One 
is using prior-prior year taxes. Have you adopted that? 

Mr. RUNCIE. Yes, Congressman Scott, we have a project timeline 
and a plan, and we’ve allocated resources to have prior-prior insti-
tuted by October of 2016. And that would be a tremendous oppor-
tunity to increase access and make it simpler and easier for people 
to complete the FAFSA. 

Mr. SCOTT. Another recommendation was to have easier access 
to Internal Revenue information. Have you adopted that policy? 

Mr. RUNCIE. Yes, I mean, we have—you know, the income—we 
have the DRT tool, which is a data retrieval tool that allows for 
automatic retrieval of the tax information right into your FAFSA 
form, as well as for income-based repayment for those repayment 
plans. You can also leverage the automatic IRS tools. 

Mr. SCOTT. So that’s available now? 
Mr. RUNCIE. Yes, that is available now. 
Mr. SCOTT. What about if you are eligible for a means-tested pro-

gram, are you using that recommendation? 
Mr. RUNCIE. I’m sorry, for what tested? 
Mr. SCOTT. Means-tested, like foods stamps or other kinds of in-

come-based programs. If you’re eligible for those programs that you 
would have a simplified FAFSA form? 

Mr. RUNCIE. I’m not sure on that. I’m going to have to come back 
to you on that, Congressman Scott. 

Mr. SCOTT. Are there any additional changes that you will be 
recommending that might need congressional action? 

Mr. RUNCIE. Not at this time. I think we’re just really focused 
on making sure that we can hit the prior-prior and then move the 
FAFSA form from January to October. Historically the FAFSA 
form has been available in January. This is a tremendous change 
because while you’re applying for school in the fall, you can now 
know how much you’re eligible to get in terms of financial aid. 
That’s going to make a lot of difference in terms of people having 
the understanding that they can actually be able to go to college. 
So that’s a huge, huge step. 

Mr. SCOTT. We had a question about allocation of payments 
when a person has multiple loans. How were those allocated in 
terms of whether or not the payment goes to those loans with high-
er interest rates? 

Mr. RUNCIE. Yeah. So that’s where there has been some flexi-
bility. And that’s the issue that we’re working on with CFPB and 
other agencies who have expertise in terms of what would be the 
best practices for borrowers. So that is an issue that we’re focused 
on and we’re going to address, you know, as soon as we establish 
what the best practices are and make that commonplace across—— 

Mr. SCOTT. Are there any efforts to participate in outreach to 
maximize the number of students applying for financial aid or to 
inform students of various repayment plans rather than just react 
to their applications? 

Mr. RUNCIE. Yeah. So we have targeted outreach campaigns. So 
we do emailing. We have a lot of social media, whether it’s Twitter, 
you know, Facebook, YouTube. So we leverage that infrastructure 
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to provide as much information about our repayment plans as pos-
sible. 

In terms of the front end, in terms of the takeup in FAFSA, we 
have a FAFSA completion project and a FAFSA completion tool 
that we’ve used to create more FAFSA filers, a greater percentage 
of high school seniors filing FAFSAs, which is an indication as to 
whether you will enroll in college. 

Mr. SCOTT. In terms of efficiency, are there any investments that 
you need to make in terms of equipment or software that would 
help you become more efficient that you don’t have funding for? 

Mr. RUNCIE. You know, I think—well, we’re in the process of es-
tablishing enterprise data warehouse, which is one of the things 
that we’re trying to leverage, create an infrastructure where we 
can use more data to have more predictive analysis, as well as to 
look at how we can improve ourselves operationally. Also, from a 
program compliance standpoint, we would be able to leverage some 
of that data to, you know, find out where there’s more risk. I think 
our issue is the entire infrastructure needs to grow, and in order 
to be able to grow the infrastructure and have the type of security, 
and some of the other things that we need, we’re going to need ad-
ditional resources. 

I saw the budget, the Senate and the House budget. I don’t know 
if it’s appropriate to bring that up, but with that shortfall, there 
may be certain things that we will not be able to deliver. 

Mr. SCOTT. If you could give us the details on what you could not 
deliver without the money, that’d be helpful. 

Mr. RUNCIE. Okay. Terrific. Thank you. 
Mr. SCOTT. Thank you, Mr. Chairman. 
Ms. FOXX. Thank you, Mr. Scott. 
Mr. Walberg, you’re recognized for 5 minutes. 
Mr. WALBERG. Thank you, Madam Chairman. Thank you to the 

panel for being here. 
Mr. Runcie, when was the last time FSA released a performance 

plan? 
Mr. RUNCIE. We released our strategic plan—I believe it was up-

dated—I believe we released it—if it hasn’t been released, it will 
be released within the next month. 

Mr. WALBERG. Before that when was the last plan released? 
Mr. RUNCIE. We update our strategic plan every year. Every few 

years we have what we call a full strategic plan where we do an 
environmental scan. We solicit market information. We talk to—— 

Mr. WALBERG. But when was the last plan that was introduced? 
Because I understand it’s supposed to be every 5 years. Correct? 

Mr. RUNCIE. Yeah. 
Mr. WALBERG. When was the last plan? 
Mr. RUNCIE. The last plan—I think we just issued one this— 

within the next month I think we’re issuing a plan. And before that 
we issued a plan in 2012. In 2012. So in 2012 we issued a stra-
tegic—— 

Mr. WALBERG. It wasn’t 2010? When it was supposed to be back 
in 2010, it wasn’t released until 2012? 

Mr. RUNCIE. I know in 2012 we released a plan. I’ll have to get 
you that information. I want to be precise. But—— 

Mr. WALBERG. I’d appreciate that. 
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Who’d you consult with when creating these plans? 
Mr. RUNCIE. Well, what we do is we do a bunch of market re-

search. We do environmental scans. And then there is a 30-day no-
tice period where we send out the plans so stakeholders can pro-
vide comment on the plan. And that’s why I’m a little bit confused. 
Because I know we sent a plan out, I believe, September of this 
year with a 30-day notice period so that we could get comments 
back on the plan. And we’ve done that historically and we’ve gotten 
comments. I don’t believe this year we got a single comment. 

Mr. WALBERG. Who would you normally consult with? 
Mr. RUNCIE. Stakeholders that represent, you know, student 

groups. So student associations, school associations the Hill. So we 
would send that out to those stakeholders. 

Mr. WALBERG. Mr. Draeger, when did the FSA consult you about 
it’s 2015 plan? 

Mr. DRAEGER. The last time that we were consulted by FSA was 
in 2012 where we highlighted for them the participation agreement 
delays, the delays in closing out program reviews, delays in guid-
ance. 

Mr. WALBERG. So that was 2012. 
Mr. DRAEGER. Correct. 
Mr. WALBERG. Not presently for the 2015 plan? 
Mr. DRAEGER. We continue to raise the issue, but outside the 

context of an update to their plan. 
Mr. WALBERG. In your experience, has FSA consistently con-

sulted with schools, with leaders, with students, and other stake-
holders prior to implementing a new plan? 

Mr. DRAEGER. That has not been our experience, and we have 
not heard from schools that have been consulted directly either. 

Mr. WALBERG. Mr. Runcie, then, by statute you’re required to 
consult interested parties prior to implementing a new plan. Did 
you consult NASFAA? And I guess would you say NASFAA’s an in-
terested party? 

Mr. RUNCIE. Well, my records, which I checked before I came 
here, indicate that we sent a notice to Justin Draeger, who is the 
head of NASFAA. So it was sent to him this year. 

Mr. WALBERG. Well, we got a conflict here. So if you could supply 
us with accurate information as to that letter—— 

Mr. RUNCIE. We will supply that to you. 
Mr. WALBERG. We’d appreciate that because Justin is shaking 

his head saying he’s never received that letter. 
Mr. RUNCIE. I understand that. And I will provide you the infor-

mation. 
Mr. WALBERG. Mr. Draeger, in your testimony you discuss how 

the working relationship between schools and FSA has become so 
strenuous that it’s ultimately hurting students. Can you elaborate 
a bit more and discuss potential solutions? 

Mr. DRAEGER. Yeah. I think one of the starkest examples has 
been the delays in the Department of Education in getting to 
schools all sorts of guidance which we’ve highlighted in our GE re-
porting example. Closing out program reviews. We have an in-
stance where a large public 4-year school submitted all documents 
for a program review in October 2012. It wasn’t until May 2015 
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that they were ever informed that their documents were being re-
viewed. 

So we have significant timeframes where basically these program 
reviews aren’t being closed out. It’s perpetually hanging over the 
heads of these schools. And no entity, public or private, can operate 
with that level of uncertainty. 

Mr. WALBERG. What recourse do they have if they’re having 
problems in getting action from FSA. And I guess who can they ap-
peal to as well? 

Mr. DRAEGER. Yeah. The structure of FSA is such that there 
really is no appeal for the school. FSA provides all the guidance. 
They do all the program reviews. They make the determination 
about who can and can’t participate in the Title IV programs. 

Mr. WALBERG. So it’s a black hole. If it doesn’t work for them, 
ultimately they have no recourse. 

Mr. DRAEGER. We’re not familiar with any benchmarks that are 
published. There’s no recourse beyond going back to the same enti-
ty that you’ve been trying to work with. 

Mr. WALBERG. My time’s expired. Thank you for your testimony. 
Mr. RUNCIE. So is it possible for me to address that with the—— 
Ms. FOXX. I’m sorry, but the time is up. 
Mrs. Maloney. 
Mrs. MALONEY. I first would like to give him the time to address 

this. 
Mr. RUNCIE. Thank you. I appreciate that. 
So there may be anecdotes, but what I have is a folder of facts. 

I have the statistics on the cycle time for all our program reviews, 
our recertification applications. And so I’ll just give you an example 
of why that—it’s important to look at the facts. Just let me just put 
it this way. 

So there was a 72 percent decrease in our cycle time, the days 
to conduct a program review, between 2011 and 2015. Last year 
the program review—we did 291 program reviews, and average 
processing time was 249 days. And as I mentioned, that was a sig-
nificant reduction. 

If you look at the recertification applications which are another 
point of contact with the schools, those are down significantly as 
well over the years. If you look at the approval applications, double 
digit percent reductions in the response time. 

So when you’re looking at a hundreds of actions, and if you look 
at the totality of it, there are about 2,000 interactions with the 
schools, all of those cycle times have been down significantly over 
the last 4 years. We can provide you with the information. So this 
anecdotal information about our performance is just not accurate. 

Mrs. MALONEY. Thank you. 
First of all, I would like to be associated with the comments of 

Dr. Foxx in support of our friend Ruben Hinojosa, and express my 
gratitude for his leadership and friendship. We’ve had the oppor-
tunity to serve together on the Financial Services Committee where 
he served with great distinction as he did in the overall body for 
his district. We will miss you, and I’m sad you’re leaving. 

I have a series of questions on the principles on student loan 
servicing. I understand others have expressed interest in it. And if 
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I don’t have a chance to finish, I’d like to place them in the record 
for a response later. 

Ms. FOXX. Without objection. 
Mrs. MALONEY. Mr. Runcie, according to the Consumer Financial 

Protection Bureau, student loan debt is now at $1.2 trillion, and is 
now second only to mortgage debt. It is now even higher than cred-
it card debt, which is staggering. So this is really incredible to see 
this type of large consumer debt growing in our country. 

And earlier this year the Department of Education joined the 
CFPB and the Department of the Treasury in soliciting information 
about student loan servicing from public. And one key complaint 
raised by numerous respondents was, ‘‘Servicers of both private 
and Federal student loans may not inform borrowers experiencing 
financial hardship about available alternative repayment plans.’’ 
We need to address this, and end this, and make sure students 
know all their alternatives. And how does your office examine 
whether servicers are providing repayment information to bor-
rowers that is complete, accurate, timely, and also includes alter-
natives? 

Mr. RUNCIE. Yeah. So and we have to—and, yeah, I agree with 
some of the findings that were mentioned today. We monitor calls. 
You know, but we could do that more efficiently, have more con-
sequences around the call monitoring that we do. 

As I mentioned before, in October of 2014 we changed the struc-
ture so there’s a tremendous incentive on the part of the servicers 
to make sure that they keep—they inform borrowers of all their re-
payment plans so that they could stay current on their obligations. 
That was—you know, so we’re still in the process of seeing the im-
pact of that pricing change. But we’re committed to making sure 
that we adjust that model to make sure that we have the proper 
incentives in place so the servicers will provide all the information 
they can about their repayment plans. 

Separate from that, you know, we’re doing our part in terms of 
our outreach, our communication, and, you know, leveraging our 
Web sites and so forth. 

Mrs. MALONEY. Okay. How much of loan servicers’ compensation 
is currently based on achieving specific customer service standards? 

Mr. RUNCIE. Well, we have surveys. So there’s a customer survey 
that is a component that’s used. And based upon how they perform 
when we blend the customer survey along with some of the other 
components, for instance, you know, the percentage of loans that 
are in current repayment and certain other attributes, we look at 
that, but we also look at the survey results to see how they’re per-
forming from a customer perspective. And that determines their al-
location which determines their economics. So we do use that as a 
part of our model. 

Mrs. MALONEY. Okay. Thank you. My time has expired. Thank 
you, and I place the rest of my questions into the record to be an-
swered. Thank you. 

Ms. FOXX. Thank you, Mrs. Maloney. 
Ms. Stefanik, you’re recognized for 5 minutes. 
Ms. STEFANIK. Thank you, Madam Chair. 
I represent a number of higher education institutions in northern 

New York ranging from SUNY schools to community college to pri-
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vate colleges. And I’ve visited every single one of them. And one of 
the conversations that I frequently have with students is that stu-
dent aid programs are complex and challenging for them to under-
stand. 

And my question is for Mr. Runcie. One of the statutory purposes 
of the Federal student aid PBO is to make aid programs more un-
derstandable for students and their families. However, just last 
month GAO released a report that found many eligible borrowers 
aren’t even aware of income-driven repayment plans, and therefore 
aren’t able to make the decision to lower their payments and re-
duce the risk of defaulting on their loans. 

How are you addressing this failure, and how are you educating 
servicers to make sure they can accurately explain this maze of re-
payment options to borrowers so they can access the help they need 
to repay these loans? 

Mr. RUNCIE. Yes, I mean, so part of it is the overall complexity 
of student loan programs. So there are a lot of statutory programs. 
Certain things that we don’t have control over. So it makes it much 
more difficult to make a decision about what the right repayment 
plan is. 

In terms of income-driven repayment, we put out a targeted cam-
paign that yielded pretty impressive results. We are doing another 
targeted campaign once we come out with REPAY. REPAY is an 
income-driven program that’s going to expand the available uni-
verse of people that can participate in income-based repayment by 
another five million. 

So on the heels of that, we’re going to make sure that we send 
out a targeted email campaign. We’ve worked with other parties, 
as I mentioned before, Treasury, in terms of the income tax proc-
ess. We’ve worked with Intuit in the past. So we’re going to lever-
age partners and our own infrastructure and the servicers as well. 
Because, as I mentioned before, we changed the pricing model 
there. 

So there are lots of things that we have done and that we plan 
to do. But I think what’s most important is that since we started 
taking these actions, you can see the significant increase in the 
adoption of income-based repayment. So while there may be some 
folks that aren’t aware, our hope is that as we continue to roll out 
our communications plan and our information, we will strengthen 
the universe of people who aren’t aware. But, you know, I think 
we’re continuing to push on that, you know, on that front, and 
we’ve made some tremendous, I think, progress. 

Ms. STEFANIK. Well, I agree with you. Students have to be made 
aware of this. And this is a generational crisis that we are facing 
here with historic amount of student debt. And as a Millennial my-
self this is pushing off our next generation of leaders from buying 
their first home, from being able to save for the future. So I sug-
gest we fix this program so that our young people are able to make 
good decisions and not default on their student loans. 

My next question is for Mr. Draeger. In your testimony, you 
talked about the importance of accountability. And the lack of ac-
countability, which is a key part of a PBO, tremendously erodes the 
good will between institutions and FSA. And you reference report-
ing requirements. Besides the gainful employment reporting dis-
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aster that you referenced in your testimony, have there been other 
instances where unclear guidance or poor communication made it 
challenging for schools to do their jobs? 

Mr. DRAEGER. There have been several examples where schools 
have tried to seek guidance from the Department of Education as 
deadlines loomed, whether it’s with reporting requirements dealing 
with subsidized Stafford loan limitations which went into effect in 
the last year. The interesting—I’m also dealing in facts. We have 
20 percent of our schools have reported operational shortfalls. 
That’s a real number. Twenty percent representing six and a half 
million students where they cannot do their jobs because of the 
operational shortfalls that I’ve cited in my testimony. 

The accountability thing, to me, is most acute when you look at 
the Department’s last annual report where they acknowledge that 
they failed to achieve 2 out of 13 of their strategic objectives deal-
ing with customer service to schools, customer service to students. 

But then in the very next paragraph they detailed those failures 
as successes. They said, ‘‘Given the volume of new requirements 
over the past year, the small reduction in these scores on this met-
ric is an indication of the success of FSA’s outreach and support ef-
forts.’’ The problem with self-assessment is even when the Depart-
ment fails them, deem it a success. 

Ms. STEFANIK. Thank you. I yield back. 
Ms. FOXX. Thank you. 
Dr. Adams, you’re recognized for 5 minutes. 
Ms. ADAMS. Thank you, Madam Chair. And I want to thank the 

leadership of both subcommittees for this hearing. And I want to 
thank the witnesses as well. 

I spent 40 years in the classroom, Bennett College in Greensboro, 
so higher education is a tremendous interest of mine. 

So let me just piggyback on the last question about default and— 
because institutions are penalized as well, in addition to the stu-
dents, and the things that they can do when they leave. So let me 
ask Ms. Emrey-Arras, do you believe that our institutions of higher 
education should play a role in better counseling students on these 
programs, or should it be up to Congress and the administration 
to increase the participation in the programs? And if so, what 
should they look like? 

Ms. EMREY-ARRAS. We haven’t looked specifically at the role of 
schools. However, we have looked at the role of servicers and the 
Department in educating borrowers about repayment options. And 
while I agree with Mr. Runcie that the takeup rate has increased 
in terms of income-based repayment options, there is still a very 
wide gap between those that are eligible and those that, in fact, 
participate. 

And part of the challenge is that although there are in fact tar-
geted campaigns, as Mr. Runcie mentioned, there is not an across- 
the-board notice to people when they enter repayment about these 
options. So that simply telling people when they start repaying 
what the options are is not happening across the board. And that 
needs to be done. 

Ms. ADAMS. Thank you. 
Mr. Runcie, if you could—what’s your response to the institutions 

of higher education and their role? 
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Mr. RUNCIE. Well, in terms of—so, yes. You know, the institu-
tions, there is exit counseling and some institutions do a pretty fab-
ulous job in terms of exit counseling where they make sure that the 
students understand the obligations and the consequences of de-
faulting. 

You know, we also obviously, you know, are involved from a serv-
icing standpoint. We reach out and we provide information. If you 
look at the cohort default rates for all schools, whether they’re pro-
prietary schools or private schools or HVCUs, those cohort default 
rates have all dropped about 20 percent within the last two co-
horts, which is a tremendous, tremendous reduction. 

So whether it’s the schools or the Department of Education, you 
know, there has been a noticeable impact in terms of the reduction 
in the cohort default rates. 

Ms. ADAMS. Okay. Sounds like both should be involved. 
But, Mr. Miller, since the 2008 economic downturn, many states 

have made significant cuts in funding for higher education. In 
North Carolina, our general assembly, and I was a part of that at 
one time, and our governor have made gutting higher education a 
regular activity. I didn’t support that. But in my hometown of 
Greensboro, the University of North Carolina at Greensboro has 
eliminated, for example, 390 class sections or about six percent of 
its course offerings to offset a $4 million budget cut. So can you 
speak to the effect of a State disinvestment on increased college 
tuition costs and greater student loan debt, especially for low-in-
come students? 

Mr. MILLER. Essentially what we’re seeing in this country now 
is a great cost shift where it used to be that States viewed public 
higher education as a public good they should be subsidizing and 
making affordable for all students. That is increasingly not the 
case. Essentially what’s happening is that institutions such as the 
one as you described, their cost of providing the education is not 
really growing, and they’re probably keeping it level. 

Instead, all that’s happening is the State is pulling money out 
and asking students to make up the difference themselves. And the 
effect of this essentially is you’re making students borrow. And 
even worse, you’re increasing the risk of trying college for low-in-
come people. 

To get back to your question about default rates, essentially this 
is what we’re seeing, that a lot of our defaults are coming from bor-
rowers who try college for maybe a semester or two and they drop 
out. A study from the Association of Community College Trustees 
found that most borrowers in defaults from Iowa community col-
leges owed a little bit under $5,000. And so essentially what we’ve 
done is we’ve slashed State funding, raised tuition, made college al-
most like a lottery ticket for students, where if they graduate, 
they’ll probably repay. And if they drop out, they will find them-
selves in dire financial straits. 

Ms. ADAMS. Oh. Okay.Thank you very much. I’m about out of 
time. Madam Chair I yield back. 

Ms. FOXX. Thank you. 
Mr. Carter, you’re recognized for 5 minutes. 
Mr. CARTER. Thank you, Madam Chair. And thank all of you for 

being here. 
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Ms. Tighe, let me start with you if I could. You’re the inspector 
general of the Department of Education. How many investigations 
do you conduct on FSA? 

Ms. TIGHE. We do a number of investigations related to the pro-
grams and operations of FSA. But as far as FSA employees, not 
that many. 

Mr. CARTER. Okay. And I’m more concerned about the operations 
than I am—— 

Ms. TIGHE. I don’t have the numbers, and I can get back to you 
on specifics. But it’s a good part. We do annually about 250 to 300 
investigations we have open. I imagine probably over half of those 
relate to FSA programs and operations. That’s my guess, and I will 
be happy to give you specific numbers later. 

Mr. CARTER. Okay. It’s my understanding that there are four dif-
ferent areas that FSA is obligated to. Do you know if they’re meet-
ing their obligations in those four areas that are outlined in the 
statutes? 

Ms. TIGHE. Well, I mean, we have, as I’ve testified, concerns, par-
ticularly over their management, their oversight of their—the var-
ious participants in their programs, and also in the management 
of their regular day-to-day activities. As far as the program partici-
pants where we see our greatest risk of fraud, one of areas we’ve 
highlighted in the last few years is our still growing problem of 
fraud rings. These are fake students who prey upon our distance 
education programs and particularly in our low-cost community col-
leges pretending to be students signing up for classes and getting 
disbursements of Federal student aid. 

We did a report to FSA a few years ago with a number of rec-
ommendations that FSA do some system enhancements and other 
things to address this problem. FSA has taken some steps, but 
we’re still seeing the problem grow. 

Mr. CARTER. Okay. What can we do? What can we do in this 
committee, what can we do in Congress, to help you with that? 

Ms. TIGHE. I think one of the areas that actually is within your 
all’s responsibility, one of the issues that drives the costs are the 
cost of attendance. I think there’s a statutory requirements related 
to that. We need to be looking at the difference—is all the money 
that you need when you go to a brick and mortar school and you 
have to have room and board the same that you need if you already 
have a job and a house and you’re doing an online program from 
home. Do you need the same amount of money disbursed to you? 
Because if we can reduce the amount of money that goes out that 
is not needed, first of all, you reduce the debt, but you also reduce 
the attractiveness of the programs for fraudsters. 

Mr. CARTER. Okay. Mr. Runcie, let me ask you. It appears that 
a lot of the problems that we see in the student loan industry is 
being laid at—the blame is being laid on the servicers. But aren’t 
you in charge of the servicers? I mean, don’t you have direct re-
sponsibility for that? 

Mr. RUNCIE. Certainly I have and we have direct responsibility 
for that. But again, you know, what we’re talking about are a num-
ber of findings, and they’re issues that we continue to address and 
we’ve done—and I think throughout the course of this testimony 
I’ve highlighted some things that we’ve done to address that. 
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Mr. CARTER. But it seems to me all I’m seeing here is finger 
pointing. And, look, you know, this is a serious problem. Now, un-
like my colleague, I’m not a Millennial, but I’m an employer. And 
I see students coming out—I’m a pharmacist. And I see pharmacy 
students coming out with $150,000, $200,000 in student debt. And 
I see them coming out and they tell me: Well, my goal is to have 
it paid off in 6 years. Six years. And that’s good if they can do that. 
But can you imagine? I mean, what are we doing? What are we 
doing to help with this situation? 

Mr. RUNCIE. Well, Congressman Carter, I think the overall statu-
tory environment—you know, there are statutory limits. And some 
of those limits are high. We don’t control some of the policies that 
allow for students to get the types of debt that they sometimes 
incur. What we’ve tried to do is through GE, CDRs, and other ac-
countability metrics make sure that institutions don’t prey upon 
students by loading them up with debt with no ability to get a job 
they couldn’t manage those debts. 

Mr. CARTER. And I understand that. But I’m a little bit frus-
trated by the finger pointing here, I’ll tell you. Ultimately the re-
sponsibility lies with you guys, and you have to make sure that the 
servicers are doing their part. 

Mr. RUNCIE. Absolutely. 
Mr. CARTER. Thank you, Madam Chair. I yield back. 
Ms. FOXX. Thank you, Mr. Carter. 
Mr. Clay, you’re recognized for 5 minutes. 
Mr. CLAY. Thank you, Madam Chair. And thank you all for being 

here today. 
This year President Obama issued an executive order that sets 

forth a student aid bill of rights. This included specific directives 
to agencies to increase protections for student loan borrowers. 

Mr. Runcie, can you briefly describe the specific rights the ad-
ministration believes students should have. 

Mr. RUNCIE. Yes. So some of the principles, making sure that 
students have access to financial aid, that they are not harmed, 
and that, you know, we give them the tools to make sure that they 
can repay their obligations. Those are some of the general points. 
But under that there were certain specifics around making sure 
that there’s common branding, that students can make complaints. 
So we’re putting together a comprehensive complaint system so if 
students and borrowers have complaints we can log them, we can 
track them, and we can be responsive and use those to make sure 
that we make changes to benefit students and borrowers. So there’s 
a litany of different things that are in there. A lot of those will be 
probably addressed as we go through our recompete process and 
through some of the outreach that we plan on doing. 

Another thing was sort of transparency and providing awareness. 
And, you know, we’ve already had some targeted email campaigns 
with notifications to students and borrowers. So we’re looking to 
get more information out to them so that they can make better de-
cisions. 

Mr. CLAY. And the administration has also proposed critical im-
provements to Federal student aid that requires statutory changes. 
And that means it’s up to Congress to act. For example, the admin-
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istration has proposed eliminating the tax liability for certain dis-
charged student debt. 

Mr. Runcie, can you tell us why this proposal is important? 
Mr. RUNCIE. Yeah. It’s important because, you know, if we elimi-

nate—depending on how much debt we’re talking about, it could be 
a substantial burden, economic burden. So, you know, let’s say, for 
instance, someone had a situation where they were falsely misled, 
took out loans, and eventually those loans were discharged. It 
would be very difficult to accept that someone would get a large tax 
bill, you know, after the fact. 

And so, you know, it’s important so that we can actually produce 
a real make hold. It wouldn’t be a real make hold if you had a 
large tax obligation at the end. 

Mr. CLAY. And statutory changes are required to implement this 
proposal. 

Mr. RUNCIE. Yes. That’s right. 
Mr. CLAY. And Congress has not enacted these changes yet. 

Have they? 
Mr. RUNCIE. No. Not as far as I know. 
Mr. CLAY. And the administration has also proposed statutory 

changes to create stronger protection for student and borrowers 
from the predatory practices of some student loan assistance com-
panies. For example, some firms charge high fees for services that 
students can access for free from government Web sites. And, Mr. 
Runcie, Congress has not enacted these proposed changes to pro-
tect borrowers from such predatory practices. Has it? 

Mr. RUNCIE. No. 
Mr. CLAY. And so we must act too and protect these borrowers 

from some of these practices. You know, and I listen to my col-
league, Mr. Carter, talk about what you all are doing. But I also 
realize too that at the State level budgets are strained, State budg-
ets are strained, which means less money for these colleges. And 
it also means that they have to raise fees in order to sustain. 

And does anyone on the panel have any opinions about the ac-
tual cost of going to school now and what maybe we can do to kind 
of tamp that down? Mr. Miller. 

Mr. MILLER. Yeah, I mean, absolutely. That’s the biggest problem 
is that by the time FSA gets to the borrower, they’ve already 
picked up the loan and the underlying conditions have already oc-
curred to put them in a bad spot. I mean, I think our biggest prob-
lem is right now, the Federal Government is handing out a lot of 
dollars, and it’s doing its part to help support higher education. It 
doesn’t demand anything from States or institutions about what it 
does. 

And so it says it’s okay to a State to say: We’re going to slash 
all our money and charge a maximum Pell recipient, the lowest in-
come person in college, thousands of dollars. There are single moms 
out there who might be walking away with $57,000 in loan debt 
because ther’s nothing from the Federal Government to ask that 
schools and—I’m sorry. Schools, institutions, and States do their 
part. And it’s a problem. The Federal Government cannot unilater-
ally achieve affordability. 

Mr. CLAY. And the ultimate impact is that it puts college out of 
reach for low and moderate income students. 
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Mr. MILLER. Correct. It puts it out of reach and it also makes it 
much riskier for the people who try it and it doesn’t work out. 

Mr. CLAY. Thank you. I yield back, Madam Chair. 
Ms. FOXX. Thank you very much. 
Mr. Curbelo, you’re recognized for 5 minutes. 
Mr. CURBELO. Thank you, Madam Chairman. And I thank both 

the committee chairmen and all the witnesses for this wonderful 
opportunity to discuss this important issue. I’ll just say briefly be-
fore my questions that we must do more to make sure that young 
people have all of the information they need to make rational 
choices before taking out a loan, before making a decision on what 
their path in higher ed should be. I get calls and I have encounters 
all the time with young people who are frustrated by this system 
and who are, quite frankly, trapped in this system. 

Ms. Emrey-Arras, I want to ask you, your testimony mentions 
FSA has not clarified how services should apply overpayments and 
underpayments—servicers, overpayments and underpayments to 
student loan balances. And FSA is now working with CFPB to es-
tablish a consistent approach to disseminate to servicers. But last 
month CFPB released a report saying servicers are not appro-
priately applying underpayments. Where do you see FSA’s respon-
sibility for ensuring payments are applied correctly? 

Ms. EMREY-ARRAS. We believe that FSA needs to instruct 
servicers on how to officially apply underpayments and overpay-
ments. They’re operating in a vacuum right now. Some do it one 
way, some do it another way. And borrowers are treated dif-
ferently. So we think the responsibility lies on FSA to come up 
with consistent guidance to have it be one single program. 

Mr. CURBELO. Mr. Runcie, would you like to respond to that? 
Mr. RUNCIE. I agree with that. And what we want to do is if 

we’re going to make it uniform and create a standard, we want to 
make sure that we have best practices and the best information. 
So we’re working to make sure we get it right when we put it out 
there. 

Mr. CURBELO. Thank you. 
And, Mr. Runcie, I want to ask you about heightened cash moni-

toring. Could you discuss briefly what the standards are for putting 
institutions under this type of a program, either HCM1 or HCM2. 
And also what institutions can do to be removed from this status 
once it’s been applied by the Department? 

Mr. RUNCIE. Yeah. It varies. You know, they are put on for a 
number of reasons. But ultimately, you know, there’s a issue that 
needs to be resolved or potentially, you know, students and the 
Federal taxpayer may need to be protected. So it gives us an addi-
tional level of monitoring so we could actually monitor enrollment 
and cash flows and things like that. 

Mr. CURBELO. But what specifically can trigger that decision to 
go into an HCM1 or an HCM2? 

Mr. RUNCIE. It could be some financial—for instance, maybe 
there’s a delay with their financial statements. There’s an issue 
with issuing their financial statements that would trigger, you 
know, putting them on, you know, heightened cash monitoring. It 
could be something in a program review that comes out that we, 
you know, about the way they deal with, you know, return of Title 
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IV. It could be a number of different things. And once it’s triggered, 
you know, there’s a heightened cash monitoring. 

Mr. CURBELO. So it’s probably fair to say that the Department 
has fairly broad discretion in terms of when to apply heightened 
cash management? 

Mr. RUNCIE. I think that’s right. 
Mr. CURBELO. Okay. By the way, Mr. Runcie, I’m not sure if 

you’re aware, but there’s a education leader by your last name in 
South Florida who is very well regarded in that community. 

Mr. RUNCIE. I won’t disassociate myself from my—he’s my bor-
rower. 

Mr. CURBELO. Thank you very much for being here today. 
Madam Chair, I yield back. 
Ms. FOXX. Thank you very much. 
Mr. Courtney, you’re recognized for 5 minutes. 
Mr. COURTNEY. Thank you, Madam Chairman. And thank you to 

the witnesses. 
And Mr. Draeger, again, I always appreciate hearing your input. 

Your folks on the ground, you know, are really right there at the 
front trenches sort of dealing with this crisis of higher ed afford-
ability. And the input, I think, is always really appreciated. 

I want to again just sort of underscore one point that you made 
which is that the FSA actually did a very good job in terms of im-
plementing the direct student loan program. And I don’t think that 
for those who maybe don’t follow this stuff like a box score like 
some of us, I mean, that was a huge transformation of the student 
loan program where, again, we eliminated the loan origination 
wasteful spending that existed in the old system. 

And as Mr. Miller pointed out, the savings that was generated 
for that we were able to plow back into Pell to the tune of about 
I think it was $36 or $38 billion. And they actually did a pretty 
good job in terms of making that work. And, you know, I would just 
note that that didn’t happen, though, just because of FSA. It’s be-
cause Congress acted. We passed the Student Aid and Fiscal Re-
sponsibility Act as part of the budget reconciliation process with 
the Affordable Care Act. But we have to be a partner in terms of 
trying to help solve this problem. You know, the overhang of $1 
trillion of student loan debt which is being carried by college grad-
uates right now is something that Congress can actually do some-
thing. 

When you look at the interest rates, these legacy loans that were 
written 10 years ago, 15 years ago in terms of the private student 
loans and compare them to what’s out there for consumer credit in 
terms of, you know, 30-year mortgages or credit cards, I mean, it’s 
outrageous that people are still repaying loans at six, seven, eight, 
sometimes nine and ten percent in the low interest environment 
that we’re in today. 

I just checked for SNCs this morning. The Treasury yield rate is 
2.16 percent. So the government, is only paying 2.16 percent to bor-
rower. But it’s still receiving—government, you know, loans, public 
loans, at a far higher interest rate. 

We have a bill, H.R. 1484, the Bank on Students Emergency Stu-
dent Loan Act which would allow people to refinance down their 
high interest rate loans to 3.8 percent. We have 184—excuse me, 
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181 cosponsors in the House and yet the majority just refuses to 
move forward on this measure. And, yes, there will be a loss of rev-
enue to the government in terms of allowing people to pay a lower 
rate of interest than what they’re paying right now. 

But I would argue that the purpose of the Stafford Student Loan 
Program was not to generate revenue to the Federal Government. 
And, frankly, that’s what the powers that be in the House are 
clinging to. And that’s why this bill so far, in any case, has not 
moved forward. 

But CBO has told us that it will save conservatively about 50 to 
$60 billion in repayment costs to people who are carrying these 
high interest loans. 

Mr. COURTNEY. And the Pew Research institute showed us the 
damage that’s doing to America’s society. People are delaying get-
ting married. They are delaying having kids. They are delaying 
buying houses because they are carrying these high-interest rate 
rate loans which again, in every other sector of the economy, people 
can write down those kinds of rates. We do it with home mort-
gages. We do it with even credit cards. And yet, people are trapped 
in student loans. And Congress, frankly, has the key to open the 
door to fix that. 

So in any case, I’m going to get off my soapbox here a little bit 
because—again, I appreciate those comments on the direct student 
loan program. 

On gainful employment, I just want to make sure I understood. 
You seemed to suggest that after that back and forth which sound-
ed pretty rough, that you sort of have found some equilibrium in 
terms of, you know, the reporting requirements? 

Mr. DRAEGER. Schools are finally—we’re finally given a tool 10 
weeks after the reporting deadline that allowed them to see wheth-
er there were any additional conflicting data. So after some of the 
back and forth with the Department, threats of administrative ca-
pability, schools were eventually given the tool to figure out wheth-
er they were in compliance. 

Mr. COURTNEY. Well, I’m glad to hear that. And again, I, you 
know, feel your pain because I know it was probably pretty oner-
ous. But again, I would just sort of say from this side of the wit-
ness table, you know, when we are talking about Title IV which is 
I think $128 billion was the number that was tossed out there 
every year, I mean, frankly, I think the taxpayers should know 
that it is being used in a productive manner. And the gainful em-
ployment rules, in my opinion, are just, frankly, responsible gov-
ernance in terms of saying that people who get benefit from this, 
which are some of these higher Ed institutions that are in the 
headlines today, they shouldn’t be part of the program. And the 
only way we are going to learn that is by having measurements, 
accountability which the gainful employment program was de-
signed to do. 

So, you know, I thank your members for their, you know, persist-
ence in terms of working that issue through. And with that I yield 
back, Madam Chairman. 

Ms. FOXX. Thank you very much. Mr. Connelly, you are recog-
nized. 
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Mr. CONNOLLY. Thank you, Madam Chairman. I thank you for 
being so gracious. Mr. Runcie, you are aware of the fact that we 
had a hearing yesterday on especially the deployment, or lack 
thereof, of IT in the Department of Education, especially with re-
spect to student loans. 

Mr. RUNCIE. Yes, sir. 
Mr. CONNOLLY. And part of Ms. Tighe’s testimony involved the 

fact that some contractors, subcontractors with the Department did 
not allow her office access because they were afraid, given the fact 
that they had private clients as well as Department of Education 
clients, that the one could compromise the other. Well, okay, but 
we have got to be worried about the fact that a lot of our data in-
volving the public sector is in their hands, and the IG has to have 
access to it, and frankly, so do you. Have you looked into that 
issue? 

Mr. RUNCIE. Yes, I was very much a part of that process. We 
did—— 

Mr. CONNOLLY. You don’t mean by that preventing Ms. Tighe 
from action? 

Mr. RUNCIE. No, no, no. Facilitating—— 
Mr. CONNOLLY. Right, right. 
Mr. RUNCIE. Trying to facilitate the process. As a matter of fact, 

Ms. Tighe, myself, the Department, OCIO, the prime, subcon-
tractor, our contracting officer, we put a maximum amount of effort 
and pressure on both the prime and the subcontractor to get access 
to the information that the Inspector General required. 

Ultimately, we didn’t have a contractual mechanism to get, I 
guess in this particular instance, the contract between the prime 
and the sub. There were other issues too, in terms of the com-
prehensive nature of the user IDs that were provided or were not 
provided. So, you know, so at the end of the day, I was just as dis-
appointed as I think the Inspector General was, but we didn’t have 
a vehicle to make them provide us the information. 

Mr. CONNOLLY. Well, let me just say, there needs to be a contrac-
tual vehicle. I’m sorry, Ms. Tighe. 

Ms. TIGHE. Yes, I think the vehicle is a contractual vehicle that 
would allow audit access. I mean, the real part of the problem, 
maybe even more than our access, is the Department, or FSA has 
a contractor operating in a major system and it has absolutely no 
visibility into the IT security of that system. That’s the problem. 

Mr. CONNOLLY. I think that you’re absolutely right, Ms. Tighe, 
and that’s the problem, Mr. Runcie. God forbid, but the data on 58 
million folks who have student loans or had student loans, let’s, in 
theory, say in the hands of the private sector, and they don’t allow 
us access to it, and that gets compromised, you know, that’s more 
than an uncomfortable position for you and your colleagues. And so 
that’s why this is important. It’s not just something nice to do, or 
following protocol. It’s essential if we are going to ensure that we 
have security with respect to our database, our database. So I 
think that’s got to be addressed. 

One final question. Also what came up yesterday was the history 
of why FSA is a PBO because we had a lot of frustration over why 
can’t you access this, and why can’t you access that for the CIO. 
Well, because Congress by statute created FSA as a PBO. Are we 
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going to take a fresh look at that as to whether that still makes 
sense, that’s 1997 legislation, and Madam Chairman, once Mr. 
Runcie answers, I will, as promised, yield back. 

Mr. RUNCIE. So the FITARA, and the PBO, they are not mutu-
ally exclusive. All right, so the Department-level OCIO can have 
visibility, a level of control, and you know, be a part of the invest-
ment management and project management process that we have 
for our IT infrastructure. We have worked with the Department 
CIO and put together a plan that was submitted to OMB where he 
would have exactly that. And I’m not sure what the status is, but 
my understanding is it is close to being approved. That will not un-
dermine our flexibility as a PBO. 

I think as a PBO, given all the changes both regulatory, statu-
tory, and administrative initiatives, we need the flexibilities to be 
able to respond to all of those changes within short windows. But 
it does not exclude FITARA. 

Mr. CONNOLLY. It better not. 
Mr. RUNCIE. I hear you loud and clear. 
Ms. FOXX. The gentleman yields back. 
Mr. CONNOLLY. I do. 
Ms. FOXX. Thank you. It is now my turn. And as I indicated at 

the beginning of this to a couple of our witnesses, there’s so much 
that we need to get out and so little time. 

Mr. Runcie, I just want to be clear on something that has been 
said and alluded to. Ms. Tighe indicated that one of the things that 
can be done is that we not allow students to borrow more money 
than they actually need for their college. However, it’s my under-
standing that institutions aren’t allowed to stop students from bor-
rowing money they don’t need, and if they try to stop them, or take 
too much time trying to counsel them, the school hears about it 
from you, and tells them to stop doing that. Is that correct? 

Mr. RUNCIE. Well, I mean, there are statutory limits and what 
the student is eligible for, you know, there is an eligibility amount 
that they receive. And if they want to, my understanding is if they 
want to use that full amount, you know, in most cases they will 
have access to it. There is this concept of professional judgment, 
but that’s very specific, and it doesn’t address the issue that the 
institutions face, what we’re constrained with from our regulatory 
framework. 

Ms. FOXX. Well, I have heard that from financial aid folks myself 
that they feel very constrained to be able to give that advice to stu-
dents. 

Mr. Draeger, in your testimony, you discussed the troubling roll-
out of gainful employment reporting requirements and how schools 
did not have the necessary guidance in order to properly report 
their data. Even though FSA acknowledged they didn’t deliver 
guidance in an appropriate timeframe, they did not provide any 
deadline extensions to schools trying to catch up. You said schools 
are now starting to get responses, but do you have any explanation 
for why they haven’t until now? Have they all heard back and been 
removed from a limbo not of their own making? 

Mr. DRAEGER. It’s after letters have gone out to these schools ac-
cusing them of noncompliance even though it looked to be just data 
conflicts. It’s not clear to us that any widespread communication 
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has gone back from FSA to schools letting them know that every-
thing is in the clear. I understand that as of last night, some com-
munications were going back out to these schools saying that they 
had satisfied the data conflict requirements. 

Ms. FOXX. You think the fact that we were having this hearing 
today might have had anything to do with the fact that they got 
an answer last night at 7 p.m.? 

Mr. DRAEGER. I think it makes a strong case that accountability 
is needed outside of FSA’s own self-assessments. 

Ms. FOXX. Well, I would tend to agree with you. 
Mr. Runcie, the FSA is charged with enforcing reporting require-

ments and timely monitoring of institutions. You say that you have 
facts and we are just looking at isolated incidents. But there’s one 
case where you took 7 years to complete a program review for 
which no fines were imposed for an additional 2 years. Then you 
imposed a fine of $10,000 for a mistake by a school in categorizing 
a burglary as a larceny. Based on these examples alone, it’s clear 
to me that it’s unacceptable for an organization that has such vast 
responsibility to make such arbitrary decisions. 

I have some questions I’m going to submit to you because we 
have so little time today, and I will be expecting a very prompt re-
sponse from you. 

Ms. FOXX. But I think that based on the 35 outstanding rec-
ommendations from the IG, multiple findings of deficiencies by 
GAO, combined with the egregious insufficiencies we have heard 
today, I’m extremely concerned about FSA’s ability to serve stu-
dents, borrowers, and taxpayers as well. And you have been given 
the high honor, in my opinion, of being a performance-based orga-
nization, and you have not lived up to that right that has been 
given to you. 

And I would suggest to you that if you come to us and say, you 
need more money to grow your infrastructure, that before you ask 
for more money, you’d better show this Congress that you have 
made some progress in straightening out your operation. Because 
we expect students—you also said there have been no negative im-
pact to students and families and comment, after comment, after 
comment in this room and in reports have shown negative impact. 

You get my ire up and the ire of a lot of members when you start 
messing with our constituents. 

Thank you, I yield back. 
Mr. Jeffries, you are recognized for 5 minutes. 
Mr. JEFFRIES. Thank you, Madam Chair. Mr. Runcie, you testi-

fied earlier today, I believe, that there were approximately $2 bil-
lion in improper financial aid payments. Is that correct? 

Mr. RUNCIE. Yeah, the improper payment calculation yielded 
about $2 billion, but there weren’t $2 billion in payments. It was 
an estimation. 

Mr. JEFFRIES. And is that an estimation on an annual basis or 
is that an aggregate? 

Mr. RUNCIE. That’s an annual basis, or it was for 2015. 
Mr. JEFFRIES. Can you explain the general nature of these im-

proper payments, or improper allocations? 
Mr. RUNCIE. Yeah, so first of all, a third of the improper pay-

ments could be—they could be underpayments, as well. So it’s just 
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that it’s not accurate. Right? So, for instance, you know, if the in-
formation that was put in a FAFSA form was wrong, and so a stu-
dent received more or less, you know, in the financial package, that 
would be considered an improper payment. Right? So there are in-
stances like that, and so, you know, when we use a methodology 
to try to figure out how much of that is out there, we come up with 
the $2 billion. 

Mr. JEFFRIES. Now, what if any corrective actions have you taken 
to sort of address this improper payment situation? 

Mr. RUNCIE. Well, well, we have taken some of the recommenda-
tions from the IG and GAO in terms of putting in systems, edits. 
We have verification procedures that we put out there. So there 
have been a number of things that have helped the income. The 
IRS data retrieval has increased our ability to address improper 
payments because there’s less error for inaccuracy, less room for in-
accuracy, so there’s some things that we have done to try to ad-
dress that. 

Mr. JEFFRIES. Now, Ms. Tighe, you noted in your testimony, I be-
lieve, that there was an increasing risk of people attempting to 
fraudulently obtain Federal Student Aid in the context of distance 
education programs. Is that correct? 

Ms. TIGHE. That’s correct. 
Mr. JEFFRIES. And a distance education program would be one 

where activities is conducted either exclusively or primarily over 
the Internet. Is that right? 

Ms. TIGHE. Yes, that’s right. 
Mr. JEFFRIES. In your view, what makes these particular pro-

grams susceptible to an increased risk of fraud? 
Ms. TIGHE. Well, because all of the transactions are done online. 

And so you don’t know that the person who has signed up for class-
es and applied for Federal Student Aid is intending—they can mis-
represent income. They can misrepresent their identity. They can 
misrepresent their graduation status from high school, and there’s 
really no other way to check that unless you go through some other 
more unusual verification processes with the students. 

But you have the ability—fraudsters do, of either borrowing, or 
stealing identities, signing up for class, applying for Federal stu-
dent aid, getting disbursements of aid, and then walking away. 

Mr. JEFFRIES. Are there any steps that you would recommend 
that Congress take or consider in combating this fraud problem? 

Ms. TIGHE. I think a couple of recommendations I would address 
to you; one I talked about earlier which relates to cost of attend-
ance. Do we need to have the same amount of money disbursed in 
distance Ed programs which typically are, you know, working par-
ents sitting at home, already own a house, and you are not attend-
ing a brick-and-mortar school. Costs may be different. 

The second is, do we need to disburse the money at the begin-
ning of a semester term all at once? Can we do it over the course 
of a semester or some other term? And that makes the fraud less 
likely to happen if there is less money up front to get. 

Mr. JEFFRIES. And lastly, I think you also expressed concern with 
the sort of sudden school closure phenomenon. Is that right? 

Ms. TIGHE. Yeah, we did an inspection a few years ago to look 
at, essentially, at FSA’s readiness to deal with school closures. 
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Mr. JEFFRIES. And what if any steps, I guess the Corinthian Col-
lege example would be—— 

Ms. TIGHE. Yeah. 
Mr. JEFFRIES. —a prominent case of the consequences of a sud-

den school closure both on the student side and on the taxpayer 
side. You know, is there anything that you would recommend that 
Congress do in strengthening our ability to address this situation? 

Ms. TIGHE. Well, I don’t know. I mean, I think FSA, our inspec-
tion certainly pointed to some areas that they needed to work on. 
They had a group sort of that I think Mr. Runcie mentioned, this 
publicly traded large school working group that was supposed to be 
keeping abreast of these issues. It hadn’t met in the 3 years before 
it was created and then didn’t meet regularly for 3 years. They 
need to do a better job of gathering financial information, and par-
ticularly from outside sources, and not just within FSA. I think for 
Congress, I would have to think about that. 

Mr. JEFFRIES. Thank you, Madam Chair. I yield back. 
Ms. FOXX. Thank you very much. Mr. Hinojosa, you are recog-

nized for any brief closing comments you would like to make. 
Mr. HINOJOSA. Thank you very much, Chairman Foxx. I want to 

make a statement and then a closing remark. 
The congressional intent was for FSA to use best business prac-

tices and the members of both of these committees have intended 
to listen and learn to see how we can address the poor performance 
of servicers. And being that the servicers failed in their perform-
ance, why didn’t FSA replace the prime contractor Accenture, and 
the subcontractor, TSYS. I am going to request, respectfully re-
quest, that Mr. Runcie, and Mrs. Tighe give members of these two 
committees in writing, within 30 days, why the servicers’ contracts 
were not canceled, and new servicers given the Federal contract, 
just like we do in business. 

Mr. HINOJOSA. I was president of a large company and I remem-
ber having contracts with the Department of Defense to supply 
food for them. And many who did not meet the requirements were 
removed and a new provider given the contract. 

It seems to me that something as big as we are talking about 
here with $1 trillion in debt, and the amounts that were taken by 
the savings of getting rid of the middleman that were the lenders 
of student college loans and replaced by the Federal Government, 
where I, as chairman, was told that over a 10-year period we would 
save $96 billion, and with that, we took apart and put it into Pell 
grants. It seems to me that that should have been an action that 
should have been taken immediately, not to wait for us to have this 
kind of a hearing and see the weaknesses of the performance and 
that those people were not removed immediately. 

So in closing, let me say that I want to thank our distinguished 
panel for being here this morning. Today we heard those concerns, 
but we must not forget that it plays a vitally important role in ex-
panding college access and affordability. 

Moving forward, I’m confident that FSA will continue to 
strengthen its management systems and performance in order to 
best serve our student borrowers. And with that I yield back, 
Madam Chair. 
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Ms. FOXX. Thank you very much. Mr. Meadows, I would like to 
recognize you for closing comments. 

Mr. MEADOWS. Thank you, Madam Chair, and thank you for your 
leadership on a number of areas that relate to higher education. 
It’s certainly not only this hearing, but it’s been recognized time 
and time again, your commitment to students, and as you so accu-
rately put it, our constituents. So I thank you for your leadership. 

Instead of doing a closing statement, I’m going to hopefully ask 
for a few things to clarify and wrap up some of this without going 
into a second line of questioning. But one of the big areas that we 
did not address that Ms. Tighe was a part of yesterday, was the 
whole cyber aspect because we had Dr. Harris here yesterday. And 
one of the questions that came up during that particular hearing 
made the potential liability from a cyber standpoint just fright-
ening, Mr. Runcie. And when we asked Dr. Harris about some of 
the dashboard things that are on the—what the Issa-Connolly bill, 
or as Mr. Connolly would put it, the Connolly-Issa bill, it’s—as we 
look at that particular issue, Dr. Harris couldn’t answer one thing 
and he said that he didn’t know, that we would have to ask FSA. 
And so you’re here today so I’m going to ask you very quickly. 

Can you explain to these committees why there is no PIV cards 
to protect from an encryption standpoint to protect this some 139 
million Social Security, unique Social Security numbers that are 
there; why the very basic of encryption is not employed? Because 
as your Chief Information Officer, he couldn’t answer it. So can you 
answer that? 

Mr. RUNCIE. Yeah. Dr. Harris is the Department’s CIO. We have 
our own separate CIO who has 30 years—— 

Mr. MEADOWS. But he said this was your call. 
Mr. RUNCIE. Oh. 
Mr. MEADOWS. He couldn’t even look. That’s the reason I’m ask-

ing you is because he said he couldn’t look behind the curtain; that 
you’re the only one that could look behind the curtain, so I’m ask-
ing you. 

Mr. RUNCIE. So we’ve had two-factor authentication for some 
time. Right? It was level 3. 

Mr. MEADOWS. Yeah, but you went backwards. I was here yester-
day. I don’t want to get into all of that. I guess let me ask you this 
question more specifically. When can we count on PIV cards being 
there, the basic encryption to protect all of these student’s Social 
Security numbers? When can we count on that from your agency? 

Mr. RUNCIE. By second quarter. 
Mr. MEADOWS. Okay, by second quarter of next year? I mean, 

let’s make sure that we’re talking about—I mean, second quarter 
10 years from now is a tough—— 

Mr. RUNCIE. Our target is the end of December, but there may 
be some constraints that move us into the next quarter. So that’s 
why I meant that quarter. 

Mr. MEADOWS. All right. 
Mr. RUNCIE. January through March. 
Mr. MEADOWS. All right, so in two quarters you will have it done. 

All right. So let me go to one other thing that a lot of people were 
excited about, this whole REPAY thing that here in just a few 
weeks, I guess, is going to be there. 
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Do all the service providers, do they have what they need to 
make the best decisions and all of that, and to implement that, the 
contractors? 

Mr. RUNCIE. Yes. 
Mr. MEADOWS. And so you have been working on that as I under-

stand for a while. Is that correct? 
Mr. RUNCIE. Yes, REPAY, the delivery of REPAY. Yeah. 
Mr. MEADOWS. And so dating back as far as as, I guess, from my 

records it showed that you had a proposed rule draft change con-
tract change that went out in May of 2015, is that correct? 

Mr. RUNCIE. That sounds right. 
Mr. MEADOWS. And then a final contract change that went out 

in July of this year? 
Mr. RUNCIE. I believe that’s right. 
Mr. MEADOWS. And so I’m a little confused, so help me with this. 

And I don’t understand the process. But since the Secretary just 
put out the final rule on October the 30th, how did you send out 
those contract changes before a final rule was complete? I mean, 
was it just that we assumed that it was going to not change? 

Mr. RUNCIE. I know that we provided guidance. Because of the 
window that we are talking about, it’s obviously a tight timeframe, 
so if we waited until the last minute to give any sort of guidance 
or instruction—— 

Mr. MEADOWS. Well, but these aren’t—these are contract changes 
which is a lot difference than guidance and so are you assuming 
that the rule that just became final was going to be the final rule? 
Because on October 30, the final rule, it wasn’t exactly like the pro-
posed rule. It actually changed. 

Mr. RUNCIE. I will have to get back to you with a timeline. 
Mr. MEADOWS. It sounds like we’ve got things backwards. 
Mr. RUNCIE. Yeah, I can confirm the time line and get that back 

to you. 
Mr. MEADOWS. I yield back. I thank the chairwoman for her pa-

tience. 
Ms. FOXX. Thank you very much. This has been a very inter-

esting hearing to me, a very revelatory hearing, and I want to 
thank Mr. Meadows for co-chairing this. And I want to thank the 
OGR staff and our staff for putting the hearing together. 

There are a couple of things that have come up here that I think 
are important to point out. One is the issue of complexity. You 
know, I have been around in the Federal Government business for 
a long time. I was the director of an upward bound special services 
program at Appalachian State University. We dealt with financial 
aid, and very concerned, again, about what our students, what our 
students were getting in financial aid. 

When we talked today about FSA’s management of our broken 
financial aid system, I think it’s important to remember that in 
1990 there was only one forbearance option, and two repayment 
plans. In 2015, we have 13 forbearance options, 15 repayment 
plans, and the all new forgiveness programs. 

It’s clear, and Mr. Runcie, this is one area you and I agree on, 
you mentioned you have tremendous complexity to deal with. It’s 
clear we have allowed the system to become far too complex to 
serve students well. I believe it is the life of bureaucrats to make 
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things complex. I think this administration has made things way 
too complex. And I think it’s going to be up to us to look for ways 
to make the system less complex because it is clear, FSA cannot 
administer this program. And if you cannot administer the pro-
gram, your servicers cannot administer. 

And I agree with Mr. Carter. It appears that there is a lot of 
blame being foisted upon the servicers. That’s not where the prob-
lem is, Mr. Runcie. The problem is with the leadership of the FSA. 

If you gave clear guidelines to the servicers, if you did things in 
a timely fashion, we would not have this problem. And even the 
complexity you have generated could be gotten through. And 
there’s no benefit to the servicers to not explain things fully to stu-
dents. I have inquired about that. The only problem is, they don’t 
have the guidance from you to be able to do it. And it’s so complex 
even financial aid administrators don’t understand it. That’s not 
the way it should be. It’s not the way it should be. 

Again, you are harming the people you are supposed to be help-
ing. And that has to stop. Again, I thank all of you for being here 
today. I thank you for revealing a lot of things that I think will be 
useful to us as we look to the reauthorization of the HEA and I ap-
preciate the time that you’ve given us. This hearing is adjourned. 

[Whereupon, at 11:36 a.m., the subcommittees were adjourned.] 
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APPENDIX 

MATERIAL SUBMITTED FOR THE HEARING RECORD 
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