A Family Member’s Death Can Increase Your Student Loans
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Student loan borrowers making regular payments to Sallie Mae have been unnecessarily ordered to repay the balance of their loans because their co-signer died. In 2011, 90 percent of student taking out loans had a co-signer. In some cases thousands of dollars are demanded immediately even if the primary borrowers can continue making regular payments.

Samantha Flora, 28, had to fight with Sallie Mae after the death of her grandmother last October over her loans. Flora had been repaying her loans faithfully when she received a letter on April 17 from the debt collecting firm Simm Associates threatening to take her to court over $20,000 in outstanding loans.

After her grandmother’s death, Flora had asked Sallie Mae to remove her grandmother as the co-signer to avoid such problems. Nonetheless, Simm threatened to seize the assets of her grandmother’s estate and ruin her credit score. Simm claimed they were not able to review her repayment history since they did not have proper authorization nor could Sallie Mae confirm it authorized Simm to collect the debt.

“We don’t have the money to pay off Sam’s loan. If we tried, we’d lose everything,” her father Roy Cooper said. Flora was found to be in “auto-default” which automatically occurs if a co-signer dies or declares bankruptcy without regard to circumstances.

Christopher Kibler, 35, a New York based attorney was ordered by Simm to pay the full $22,000 he owed or they would seize the life insurance policy of his late father, which his mother uses to support herself.

Kibler had been making regular payments faithfully to Sallie Mae since July 2011, but in April 2012 his father died and by August, Simm demanded full repayment. In retaliation, Kibler filed complaints with the Consumer Financial Protection Bureau (CFPB) and state attorneys general in Delaware and Illinois. In response, Simm ended the demands.

In April, the CFPB released a report which shed light on the practice. Many in the financial industry have singled out Sallie Mae for their aggressive use of the tactic.

“If a customer has had an unblemished record, the bank should do everything possible to ensure the borrower is able to repay without putting them into default,” Richard Hunt said, CEO of the Consumer Bankers Association.

While the CFPB’s report shows that Sallie Mae receives the highest amount of complaints from their borrowers, JP Morgan Chase, Citibank, Wells Fargo, and Discover have been the source of a steady stream of complaints, which has only worsened in the last two years.

“The practice (auto-defaulting) may in fact have a legitimate business use, but it appears it’s not always exercised thoughtfully,” said Rohit Chopra, a student loan ombudsman for the CFPB.

The FDIC has recently put the financial industry on notice regarding to ensure auto-defaulting does not affect those who are not in risk of defaulting. Due to the amount of negative exposure its practices have gained, Sallie Mae has vowed to end the practice of aggressively collecting “auto-defaults.”

“After reviewing our process for responding when a co-signer dies, we updated our policy in March and May of this year. We are working to better communicate with the primary customer in the event a co-signer dies, including a look at the primary customer’s credit and payment history, before we take any action,” said Patricia Christel, a spokeswoman for Sallie Mae.
