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CFPB Proposes Rule to Supervise Largest Nonbank Student Loan Servicers

The Consumer Financial Protection Bureau has announced
its intention to oversee the nation’s largest nonbank loan
servicers, which service more than one million accounts
each year, in the higher education loan market. While
the CFPB already supervises loan origination and larger
debt collection providers, the extends the
Bureau’s regulatory oversight to student loan servicers,
allowing it to monitor most of the major players in the
student loan market. Student loan debt is the largest
category of non-mortgage debt in the United States,
representing $1.1 trillion in outstanding loans at the end
of 2012. According to the CFPB’s announcing
the rule making, the nonbank servicers conduct the vast
majority of student loan servicing.

The Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 vests the Bureau with the statutory
authority to regulate banks and participants of any size

in the private education loan industry as well as larger
nonbank participants in markets for other consumer
financial products or services that the Bureau defines

by rule. The proposed rule defines the student loan
servicing market as “the collection and processing of loan
payments on behalf of holders of promissory notes and,
during periods when payments are deferred, maintaining
of account records and communicating with borrowers

on behalf of loan holders, as well as interactions with
borrowers that facilitate such collection and processing of
loan payments and maintaining of account records and
communicating with borrowers.” The rule also establishes
the “larger participant” standard for that market. While
considering alternative criteria, the CFPB proposes to
adopt an account-volume standard, taking account of the
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total number of accounts serviced during the prior calendar
year. Applying that standard, larger participants would be
those entities servicing in excess of one million accounts
annually, capturing the seven largest nonbank student loan
servicers, which together service an estimated 49 million
borrower accounts.

The proposed rule would allow the CFPB to examine
and supervise a larger class of loan servicers to ensure
compliance with existing federal consumer financial laws,
such as the Electronic Fund Transfer Act, the Fair Credit
Reporting Act, the Equal Credit Opportunity Act and Title
X of the Dodd-Frank Act. The CFPB would also examine
whether larger participants in the student loan servicing
industry engage in unfair, deceptive or abusive acts or
practices, even if these practices do not violate express
statutory provisions. In particular, the Bureau will examine
practices in the areas of repayment status processing,
loan servicing transfers, general payment processing,
application of prepayments and partial payments, and
default prevention and avoidance.

The public comment period on the proposed rule runs for
60 days, and the CFPB anticipates issuing the final rule by
the end of 2013.
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Loeb & Loeb LLP’s Consumer Financial Protection
Bureau Task Force

Our Task Force is composed of experienced litigators and trial
attorneys who defend investigations and enforcement actions
alleging violations of consumer protection and unfair competition
laws, including consumer financial laws. Our goal is to provide
clients with efficient, cost-effective representation in complex
consumer-related litigation encompassing a diverse range of legal
areas. We strive to keep our clients “off the radar” by training them
to prepare for and defend claims and investigations before they
arise. For those clients who engage us after litigation has already
been filed, we focus on the economics of litigation and endeavor
to develop defense strategies that maximize business objectives
while capturing and implementing the valuable lessons that can be
derived from every litigation or investigation. For more information,
please click here.

This client alert is a publication of Loeb & Loeb LLP and is intended
to provide information on recent legal developments. This client alert
does not create or continue an attorney client relationship nor should
it be construed as legal advice or an opinion on specific situations.
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