MEMORANDUM 

To: 
Negotiators
Re: 
May 1, 2014 Memo from Suzanne Martindale, Toby Merrill, Chris Lindstrom and Whitney Barkley regarding Issue 6 – Definition of Adverse Credit

Date:  
May 16, 2014

We want to thank Suzanne, Toby, Chris and Whitney for sharing their perspective on this issue.  However, we have a number of concerns about the information that was provided in their May 1 memo to negotiators, and want to provide our perspective on these issues.  
· PLUS Loans have high interest rates: While we also would like to see lower interest rates for PLUS Loans, we are unable to accomplish this desirable goal through the rulemaking process.  We would like to note, however, that the interest rates for PLUS Loans are relatively low for non-secured credit.  According to the Federal Reserve Bank of St. Louis, the modal interest rate on personal loans acquired from commercial banks ranged between 10.09% and 12.53% from January 2006 through February 2014, while the average interest rate on credit cards ranged from 11.83% to 13.30% over the same period.  The commercial bank rates are the best unsecured terms obtainable for customers with good or better credit and they are typically twice the PLUS Loan rate.
· PLUS Loans have inflexible repayment options: We would support income-based repayment flexibility as an additional option for parents; however, this, too, would have to be pursued through the statutory, rather than regulatory, process.  We do note that, currently, parent borrowers who need flexibility can negotiate repayment terms that better fit their situations, such as deferments until their children graduate and longer repayment terms.
· Over borrowing has led too many families with PLUS Loans to financial ruin in recent years: Given the relatively low default rates in recent years, there cannot be more than very small percentages of parents who have this problem.  To deny access to the overwhelming numbers of parents who do not default because of this small possibility seems akin to throwing out the baby with the bath water.  We would be interested in seeing some concrete numbers and not simply a few ad-hoc examples.  We believe that working together we can find better ways to address this issue.  For example, we could support your proposal that counseling provided by the Secretary of Education should be designed so that parents can compare the net costs of borrowing differing amounts over the life of the loan and they are informed that they can borrow less than the full amount available if approved for a PLUS Loan.
· Under pre-2011 standards, Direct PLUS loans defaulted at twice the rate of FFEL PLUS Loans:  The Department’s data show that this was true only for FY 2010 data.  The other data for FYs 2006, 2007, 2008, and 2009 show very small differences between Direct Loan and the FFEL default rates.  Moreover, default rates in general rose in FY 2010 because of economic conditions.  More disadvantaged borrowers will always be impacted more by negative economic trends than advantaged borrowers.  We believe that the overall relatively low default rates under the Direct PLUS Loan program provide justification for using the credit standards suggested in the Department’s May 12th proposal.  
· Direct Loan PLUS borrowers defaulted on those loans at twice the rates calculated by the Federal Reserve for all other forms of unsecured consumer credit:  We have not been able to locate the Federal Reserve report that supports this statement.  In fact, we cannot locate any regular data series that tracks the default rate on all other forms of unsecured consumer credit.  The Federal Reserve Bank of New York publishes data on credit card accounts that are 90 days or more delinquent.  This report shows delinquency rates rising between fiscal years 2006 and 2010 from approximately 9.0% to approximately 14% – from four times to over twice the Direct PLUS Loan default rate across the same period.  A 90-day plus delinquency and bankruptcy rate of 9.16% was used as the unsecured default rate for 2004 in a Federal Reserve Bank Study published in September 2012 and revised January 2014 (See, Bankruptcy and Delinquency in a Model of Unsecured Debt).  We could find no data supporting the assertion that the Direct PLUS Loan default rate was twice as high as the default rate for other unsecured debt.  We would appreciate it if negotiators representing consumers/students could provide a reference.
The modest default rates for Direct PLUS Loans pre-2011 suggest that this loan was a very prudent and effective mechanism for increasing access, especially for many low-income disadvantaged families who have proven themselves willing to sacrifice to break the cycle of poverty and disadvantage for their children.   We hope that we would adopt adverse credit standards such as those proposed by the Department of Education in its May 12th proposal – with modest improvements such as adjusting the de minimus debt threshold for inflation – to restore the accessibility of PLUS Loans for these students.  
For the few families that misused or abused access to the PLUS Loan or were not financially literate, we would hope to adopt appropriate education and support provisions that will help them avoid the “over borrowing” about which consumer/student negotiators express concern.  At a minimum, we would support the proposal by the Department that the Secretary shall provide loan counseling to PLUS loan applicants who are approved through the extenuating circumstances review, with the additional improvement suggested by consumer/student negotiators in their May 1 memo.  Loan counseling is critical in such situations and we would even favor a more robust counseling role by the Department for all PLUS loan borrowers.
We strongly believe that families should borrow only what is needed for their children to attend college.  However, we do not believe that depriving access to the PLUS Loan for literally hundreds of thousands of families is the solution.  We look forward to working with Suzanne, Toby, Chris and Whitney to find a solution to the problems they see in their everyday work.

Sincerely,

On Behalf of the PLUS Loan Working Group:

David H. Swinton, Benedict College
George T. French, Jr., Miles College
David Sheridan, Columbia University

Gloria Kobus, Youngstown State University
Joan Piscitello, Iowa State University

Elizabeth Hicks, Massachusetts Institute of Technology

Joe Weglarz, Marist College

Deborah Bushway, Capella University
Michael Gradisher, Pearson Embanet 
Chuck Knepfle, Clemson University
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