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Operator:
Welcome and thank you for standing by. At this time all participants are in listen-only mode until the question and answer session. To ask questions please press Star and then the number 1.


This call is being recorded. If you have any objections you may disconnect at this point. Now I will turn the meeting over to your host, the Assistant Press Secretary of the U.S. Department of Education, Ms. Kelly Leon. Ma'am, you may begin.

Kelly Leon:
Good afternoon. Thanks for joining us today. As our operator mentioned, I'm Kelly Leon, the Assistant Press Secretary here at the Department. Welcome, and thank you again for joining us.


The focus of today's press call is the Department's regulation that clarifies, intensify and strengthen existing regulations that grant students loan forgiveness if they were defrauded or deceived by an institution.


Earlier this morning the Department publishes an unofficial copy of the Notice of Proposed Rule Making. The Department's press release, a helpful FAQ, a plain language summary document has all been posted on our Web site under our Press Releases section. But if for some reason you have not received those documents or have access to them please email press@ed.gov. 


For today's conversation we'll begin with remarks from Secretary King, and then turn over the conversation to Undersecretary Mitchell, and then we'll open it up for questions. 

As a reminder, today's call is on the record. Without further ado, Secretary King.

John King:
Thanks, Kelly. I will get to today's announcement in a moment but first I want to acknowledge the collective grief and dismay that all of us are feeling as we learn more about the horrific hateful killings that occurred in Orlando.


Even as we go on with our work, our thoughts are with those struck down and with their families as they try to cope with their unspeakable loss. As President Obama said yesterday, no act of hate or terror will change the values that we, as Americans, hold dear - tolerance, inclusivity, love for our fellow Americans, and love for our country.


The President also said this is a sad reminder that such shootings can occur anywhere - schools and colleges. The words Columbine, Virginia Tech, Sandy Hook, Roseburg summon for all Americans, but for educators in particular, memories of young lives ended too early and of potential unrealized.


Today and the days to come are also going to be particularly hard for the families who lost their loved ones as well as the educators who were witness to those deadly acts of violence. They need our support and whatever comfort we can provide. 

I also want to offer my support for educators across the country, but especially in Florida, as they discuss the killings with their students and try to help them make sense of the senseless and understand what is beyond our understanding.


This is difficult, emotionally-draining work, and I thank all of our teachers, principals, school counselors and educators of all kinds for being there for our students. We know that hatred for those who are different from us still exists in America as it does around the world. 

We place an enormous burden on our educators as we ask them to not only teach academics but also to help their students understand that our classroom, schools, communities, businesses and nation are all stronger when we embrace and celebrate our differences.


This is work that occurs every day in our schools and is not acknowledged often enough. But it is work that gets us closer every day to being the kind of country we want to be and moves us forward even as Orlando reminds us of how that work must continue generation after generation.

Turning to today's announcement, when President Obama came into office he set a simple but ambitious goal for the nation to once again lead the world in college graduation. He set that target because a college degree remains one of the best investments anyone can make in his or her future and in our shared economic success.


But that's only true if it's a meaningful degree that helps you land a better job, not if it's a worthless piece of paper that's an artifact of deception rather than proof of accomplishment. That's why since the earliest days of this administration we have worked to crack down on schools that aim to defraud their students and stick taxpayers with the bill.

We strengthen protections against deceptive sales pitches and close loopholes and laws preventing aggressive recruitment practices. We've urged states to step up in their role as authorizers and the creditors to consider student outcomes.


We're implementing landmark regulations that ensure that clear college programs serve their students well or lose eligibility for student aid. More recently we created a new student aid enforcement unit to expose and punish bad actors.


We've called repeatedly on Congress to work with us on these issues. Our message is clear. The Obama administration will not sit idly by while dodgy schools leave students with piles of debt and taxpayers holding the bag.

Today we're building on our record of action with new proposed rules that that would realize two simple principles. One, students who were defrauded deserve an efficient, transparent and fair process to get the loan relief to which they are legally entitled. And, two, schools that harm their students should be on the hook for the damage.


For students at fraudulent or failing institutions, these regulations would streamline the process of being made whole. That's their legal right. That includes providing relief for groups of students who were defrauded on math without the need for individual applications.


For schools that are thinking of skirting the law or their commitment to students, these rules ought to make them think twice. Schools that trigger various trip wires through misconduct or financially risky behavior will be forced to pony-up funds on the front end so that taxpayers aren't left holding the bag if they close or their students qualify for lowering relief.

Those schools and for-profits whose former students struggle in large number to repay their loans will be required to provide plain language warnings to prospective students.


In the days of using fine print clauses that trick students into signing away their legal rights will be over. For too long schools have used so-called mandatory pre-dispute arbitration to skirt accountability for their actions. These tactics bar access to the court system for students who have been wronged. 

Our rules would ban schools from using these clauses to deny students their day in court or force them to go it alone instead of joining together in court with other who have been harmed. And they would put a stop to gag rules that deter or prohibit students from speaking out about their experiences and warning others.

As I mentioned at the start, today's announcement is the latest in a long line of measures the administration has taken to protect students and taxpayers. But as I've said before, we can't do it alone. States can and should do more to oversee schools in their jurisdiction and fulfill their importance and longstanding responsibility to protect students.


Congress needs to join us in putting students first instead of fighting to protect institutions. They could start by closing the 90-10 loophole that makes veterans prime targets for predatory colleges and reinstating the stronger 85-15 ratio.

They should support our enforcement and oversight efforts and stop fighting against common sense rules that protect students and taxpayers from unscrupulous schools. And the creditors need to do much more to assure that consumers are getting the education they pay for.


As my predecessor said, too often the creditors have been the watchdogs who don't bark. Right up until the day we pulled the plug on Corinthian, it remained accredited. No accreditor should offer its stamp of approval to a school without being ready to take responsibility for how the students fair. 

We'll continue to use every tool at our disposal to move them in that direction. But it's time for Congress to get in the game too and for accreditors themselves to step to the plate. For most, college remains the clearest path to the American Dream. 

But I've heard too many nightmare stories from students who have been deceived and discarded by predatory schools. We all can and must do more to protect them. With that, I'll turn it over to Ted Mitchell, our Undersecretary, to talk a little more about the details of today's proposal. 
Ted Mitchell:
Thanks, John, and thanks everyone for joining us today. While working on the thousands of Corinthian claims we received, it became clear that the Department needed to revise the Borrower Defense Regulations to improve the debt relief process.


Though the Borrower Defense Provision has existed since 1995, it's been seldom used and seldom examined. We received valuable insight from the public about what needs to change, from hearings that we held last fall, from letter from students and stakeholders and from the negotiated rulemaking process.


Today's proposal packages the best ideas we've received so far. We propose a number of measures to clarify and streamline the current process for students who may have been wronged or whose school has closed. First, our proposal would replace a complicated, uneven and burdensome standard that varies by state with a new, robust federal standard that will allow easy use by students.


Second, our proposal creates a process that would be clear, understandable and easily accessible for borrowers. Claims would be processed officially, transparently, fairly and in a manner that captures evidence for deciding claims.


Third, we would provide group-wide debt relief to borrowers who have experienced the same school misconduct. And in instances of widespread misrepresentation, we could do it in a way that does not require individual applications. 

Fourth, the proposal recognizes FFEL and Perkins loan borrowers as being eligible to receive the Borrower Defense Relief through direct consolidation loans. 

And finally, we would ensure borrowers affected by a school's closure receive information about the closed school discharge process earlier and more conveniently than they had been able to do before. 

We think it's important to have common sense measures to protect tax payers and student from some institutions' risky practices. And I'd like to highlight a handful of these provisions as well. 

First, our proposed rules would strengthen existing financial responsibility regulations requiring schools to put up at least 10% of the amount of the Title IV funds they received in the previous year if there are signs, so-called triggers that indicate an institution is in financial trouble.


These funds could be used to cover the costs of borrower defense in related claims. As John said, taxpayers shouldn't be on the hook for institutions' mistakes. 

Second, as school would have to tell perspective and enrolled students that they've been required to provide this financial protection to the Department. Students need complete information to make the best decision possible about their education. And information like this could have serious consequences on their future. 

And, third, we're also requiring proprietary schools to warn current and prospective students if former students have poor loan repayment outcomes. Proprietary institutions are far more likely to have poor repayment rates than public or non-profit institutions.


So we've limited this requirement to the schools where it's needed the most. The proposal also includes a number of provisions that would end the shameful practice of silencing students in court.


As John noted, these regulations would prevent institutions from using mandatory arbitration clauses as a shield to skirt accountability to their students, to the Department and to taxpayers. 

Students will still have access to arbitration but only if they choose to. They will no longer be forced. Similarly, we forbid students from forcing student to go it along by allowing students to file class action lawsuits if they choose.

And we prohibit gag rules that require students to enter into an internal process before contacting the creditors and regulators about potential violations of the law. Also, the proposal would increase transparency by requiring schools to notify the Secretary when arbitration claims are filed and the decisions and awards are issued in arbitration.


There's much more in this proposal that aims to better serve students and taxpayers. We look forward to discussing it with you. We're happy to take questions.

Kelly Leon:
Thanks to both of our speakers. I'll now open it up for questions. Operator, would you please remind our participants how to ask questions?

Operator:
Thank you, speakers. We will now begin the question and answer session. If you would like to ask a question, please press Star 1. 

Please unmute your phone and record your name clearly when prompted. Your name is required to introduce your question. To cancel your request, please press Star 2.


One moment, please, for the first question.  Speakers, our first question comes from the line of (Shaheen Ansrapor) of Bloomberg. 
Ted Mitchell:
(Shaheen), you may be on mute. 
Operator:
You may go ahead. Your line is now open. 
(Shaheen Ansrapor):
Hi, this is (Shaheen). Can you hear me?

Paul Mitchell:
Yes.

(Shaheen Ansrapor):
Great, thanks. Okay, (Shaheen Ansrapor) of Bloomberg. I've got two questions. First, would you please how it's fair to defrauded borrowers that the Education Department will limit recoveries by considering the subjective value of education received? That's my first question.


My second question's technical. Regarding the closed school discharge, the automatic after three years, is that also retroactively - would that be retroactively applied or is that only for loans disbursed beginning in 2017? Thank you.

Ted Mitchell:
Hi, (Shaheen), it's Ted. I'll take the second one. It's only prospective after the regulation goes into effect. First question…

(Shaheen Ansrapor):
Why is that?

Ted Mitchell:
Because the regulation is, goes into effect in July of 2017. And that's, it's at that point that this is a formalized process going forward.


So second, so the first question, we are - in the regulation that we're proposing we understand that there are a range of damages that students suffer as a result of the malfeasance of an institution. And so the Secretary needs to have the authority and the latitude to be able to match the relief to the nature of the damages.

Kelly Leon:
Thank you. Operator, our next question please.

Operator:
Thank you. The next question comes from the line of Kelly Field of Chronicle of Higher Education. You may go ahead. Your line is now open.

Kelly Field:
Okay, thanks. I just wanted to see if we can get an update on how many borrower offense claims have already been filed since the currency collapse and how many approved, total dollar amount that is and also the closed school discharges, the same numbers?

Ted Mitchell:
Great. Hi, Kelly. It's Ted. Couple…

Kelly Field:
Hi.

Ted Mitchell:
… couple numbers. As of the end of March we had a granted discharge relief of $42.3 million to 2048 borrowers who have made claims against Heald, Everest and WyoTech. 


And as of June 1st, in total, the Department had received more than 23,000 claims, but those extend beyond Corinthian to other institutions as well.

Kelly Field:
And those are all borrower defense claims?

Ted Mitchell:
That's right. 
Kelly Field:
And what about in the closed school discharges?

Ted Mitchell:
And the closed school discharge I don't have right in front of me. We'll follow up with you. 
Kelly Field:
Okay, thank you.

Kelly Leon:
Thanks, Kelly.  We'll follow up with that. Operator, can we take the next question, please?

Operator:
Yes, thank you. The next question comes from the line of Paul Fain of Inside Higher Ed. You may go ahead. Your line is now open.

Paul Fain: 
Hi. I was just wondering, on the trigger piece, what constitutes a major lawsuit that would put a school in that status? Hello? Can you hear me?

Ted Mitchell:
Sorry, Paul. This is Ted. So I think I'd refer to three general categories. One would be lawsuits by federal agencies. Second - state agencies and then significant qui tam suits that would be filed privately. 

And I think as this moves forward that we've talked, John and I have both talked about, class action, significant class actions suits would probably also be included.

Paul Fain:
So a state AG lawsuit could get you on that?

Ted Mitchell:
Yes.

John King:
Definitely. 
Kelly Leon:
Thanks, Paul. Operator, we'll take the next question, please.

Operator:
Thank you. The next question comes from the line of Michael Stratford of POLITICO. Your line is now open.

Michael Stratford:

Hey, I was wondering, two questions. The first, when you're looking at this repayment rate disclosure requirement that applies only to for-profit colleges, could you explain the thinking behind why it's exclusive to for-profit colleges? 

Certainly there are some private non-profit colleges that have pretty dismal repayment rates as well. And then, secondly, I wanted to, since this is the first time that (Armand) is putting a price tag or a budgetary impact on what this proposed rule would do, can you talk about how you're thinking about that, that price tag and sort of maybe the challenges of coming up with it?

Ted Mitchell:
Yes, so thanks, Michael. It's Ted. So on the first one, we are trying to strike a balance between sort of requiring a lot of information from institutions and making sure that we're protecting taxpayers and borrowers.


So as we looked at the data, the data drive us all to the conclusion that really is the proprietary sector where most of the risk exists. And so by cabining the disclosure requirements to for-profit proprietary schools, we believe that we've struck that balance between not overburdening in all institutions but focusing on the institutions where it matters the most.


On your second question, you can see in the range that we've provided that this is not anywhere close to an exact science. Kelly asked earlier about the number of claims that we've received. And that 23,000, as you know, is a lot different than the four or five that we've received over the previous 20 years.


So this - we are learning as we go in this but felt that it was important to at least provide a broad sense of the potential impact.

Kelly Leon:
Thank you, Michael. Operator, can we have the next question, please?

Operator:
Yes, thank you. The next question comes from the line of Emily Wilkins of CQ. You may go ahead. Your line is now open.

Emily Wilkins:
Hi. Thank you guys so much for taking my question today. I'm not sure if I just missed this in everything that was put out this morning, but do you have any sort of estimate on how many students are going to be eligible to receive this relief through the program that was set up?

Ted Mitchell:
Hi, Emily. It's Ted. So every student who has taken out a direct loan is eligible for relief if they have been defrauded by their institution. And so this really depends on institutional behavior. 

And if institutions do the right thing and provide high quality education to the students and provide the education that they claim, with the outcomes that they claim, then this is the system that we want to work.


It's when institutions don't provide that, when they lie to their students, when they mislead their students, when they defraud their students - that's when these regulations go into effect. 
Kelly Leon:
Thank you. Operator, can you remind our participants how to ask a question? And then we'll go ahead and take the next question, please.

Operators:
Yes, speakers. Once again, for our participants over the phone, to ask a question, please press Star 1. Record your name clearly when prompted. And to cancel your request, please press Star 2.


The next question comes from the line of Jarrett Carter of HBCU Digest. You may go ahead. Your line is now open.

Jarrett Carter:
Good afternoon. Two-part question. One, is the Department going to offer any clear definitions about what defraud or bad institutional practices would be in terms of, I guess, degree quality or, you know, substantives, definitions about what that means coming out of school?


And, two, is there going to be any consideration given to financial implications which may be caused by state cuts or state budget cuts or previous rulemaking changes even from federal new practices?

Ted Mitchell:
Jarrett, it's Ted. I'll take a shot at both. So in the first case, yes, we're going to offer in the - it's a definition in the Federal Standard. We will certainly make clear our expectations and the places where institutional practices or institutional behavior will violate our regulations and through the Federal Standard.

It's important to note that the work that we've done on the Federal Standard really does - it's limited by a couple of things. First it's limited by the violation of a state law currently and the Federal Standard would replace that.


The nature of the educational program - misrepresentation of the nature of the educational program, its cost and employability are three key things that we're going to be looking at. 

In the second instance, in terms of state budget cuts, it's important to recognize that public institutions are not subject to this regulation. Sorry, they are not subject to the letter of credit parts of this regulation. And so they will be shielded in that regard.


They're backed by the full faith and credit of the state and so rely on that rather than a letter of credit. To be clear, everyone, I did misspeak. They do, the regulation does apply to public institutions, just not the triggering of the letter of credit.

John King:
The other thing that I would add – (this is Secretary King) – is that this regulation has to be seen in the context of the other efforts that the administration has put forward. 

The gainful employment regulations, for example; focus on whether graduates of career colleges actually get jobs in that career field and are able to pay back their debts - our college score card draws attention to graduation rates and the effectiveness of institutions in getting their students to graduation, their cost.


So we've got a multi-pronged strategy here. These borrowed offense regs are part of that strategy. But they have to be viewed alongside the gainful employment regulations and the work on the college score card.
Ted Mitchell:
And we hope - this is Ted. And we hope that, together, these not only provide protections on the back end for students and borrowers but encourage good behavior on the front end so that the whole system continues to raise its standards and provide more opportunities and higher value to a diverse range of students.

Jarrett Carter:
Just one more thing. So just to be clear, so the public institutions won't be subject to the letter of credit…

Ted Mitchell:
Right.

Jarrett Carter:
… but they will still have to answer for information given to parents and students. Correct?

Ted Mitchell:
That's right.

Jarrett Carter:
Okay, thank you.

Kelly Leon:
Thanks, Jarrett. Operator, we have time for just one more question, please.

Operator:
Okay, thank you, speakers. The next question comes from the line of Ms. Kelly Field of Chronicle of Higher Education. You may go ahead. Your line is now open.

Kelly Field:
Thank you. I don't want to take a question from anyone else that hasn't asked it yet. But I did just want to ask the follow-up question, what is going on with the students' enforcement, or the defense enforcement unit that Secretary King reminded us about at the start of the call?

John King:
We continue to add staff to the enforcement unit. The enforcement unit will, is overseeing the borrower offense, current borrower defense process. And we will have a report soon, the next reporting cycle for borrower defense and resolution of borrower defense claims.


As we expand the capacity of that unit, they will be able to take further action against some institutions that may be violating students' rights. It's worth noting that the Department has taken enforcement actions against Heald, Marinello Schools of Beauty, Michigan Jewish Institute, the American Beauty Academy, the Computer Systems Institute and Anthem Education. 


All of those enforcement actions have either led to closure of the schools or ineligibility to participate in Title IV programs. And the goal of the enforcement unit is to continue to increase our capacity to do investigations and ultimately take enforcement action against institutions that are doing the wrong thing.

Kelly Field:
Thank you.

Kelly Leon:
Thank you. Thank you, Secretary King. Thank you, Undersecretary Mitchell. And thanks to everyone who joined us today. 

Again, if you have further questions, please email us at press@ed.gov and a recording of this call will be added to our Release page in the coming days. Thank you very much.
Operator:
And that concludes today's conference. Thank you all for participating. You may not disconnect.

END

