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Our charge is to determine how to ensure students ‘safe, convenient and free access to the full credit balance’ on a debit/prepaid card or other financial product.
Much has been said about what is safe, and even what is convenient for students, while the concept that access to federal student aid should be free seems to have gotten lost in the shuffle.   Yet it is the defining principle that should guide our rulemaking.
Against the backdrop of $1.2 trillion in student loan debt, we as negotiators for students believe that the U.S. Department of Education has an obligation to provide federal financial aid refunds to students without further driving up their costs.

At a forum on campus banking held in Washington DC at the Consumer Financial Protection Bureau last September, students decried the many problems they found with campus debit cards.  But the fundamental reason they object to these cards is that the fees are steep, unusual and hard to avoid.   The following excerpts from the forum underscore the point.
“I learned how much it was costing me to keep my aid on the card so I decided to take all my aid out and put it in my credit union account . . . a few months later, I got an email . . .saying I had an overdraft.  I logged back on and saw in fact there was an overdraft due to inactivity. I couldn’t believe it.  I had chosen actively not to use that account and was getting penalized for it.
My experience wasn’t unusual.  Students I interacted with on a day to day basis had so many issues with the service it quickly became a priority for the student government.  Among the fees associated with this debit card was the per-swipe fee that you are charged $.50 every time you used a pin to purchase anything rather than using the credit option.  Yes, I repeat that students get penalized financially for using a debit card as a debit card.   

I don’t think that any college should actively choose to enter into banking or financial aid refund contract that makes college more costly for students.

The bottom line is that the . . . contract at Lane . . . is increasing student debt there. . .  First, [the financial firm] helps itself to its fees through our loan dollars.  I repeat, for students who are strictly receiving public grants and loans, these fees are being taken out that money.  And second, the college is letting that happen.”

-- Mario Parker Milligan, former student government president at Lane Community College and current legislative director of Oregon Student Association

Fees for PIN debit transactions, overdraft fees, insufficient funds fees, inactivity fees, or ATM access fees can nickel-and-dime students out of their federal financial aid.  Furthermore, in some cases, these fees can be hard to avoid – for example, if a merchant only accepts PIN debit, or there is no fee-free ATM available.   Additionally, if these fees are being paid out of federal loan funds, then students are paying interest on these fees for at least a decade.

So, if we are to be guided by students and their concerns, then the question before us is how to ensure that students avoid fees in financial aid delivery.  Related, we also seek to establish appropriate consumer protections in the event of debit card loss or fraud, so that costs to the students are mitigated.
Here are the options as we see them:

1) Paper checks have worked well to deliver financial aid over the past several decades and are an acceptable, fee-free way to deliver aid refunds.  However, given the Department of Education’s move away from refunds via paper check, it is necessary to look at other fee-free delivery channels.
2) Electronic funds transfer (EFT) into a student’s existing bank account is an obvious channel that does not expose students to fees.   In addition, this method has the advantage of protecting the student from falling prey to a financial product that the college has chosen for him which does not put his interests first.   Given these upsides, we believe that EFT should be the default choice offered to students when asked where to send their refund dollars.
3) For the small number of students at each campus who cannot receive their refunds through EFT, then a debit/prepaid card may be an appropriate delivery channel, as long as the card has no fees attached.   The concept of a centrally negotiated debit card, offered by the Department of Education, is exciting.   In theory, given that the scale that the Department would have -- scale that individual colleges would not have when entering into debit card arrangements --  the Department would be able to offer the card with no fees.   If this type of arrangement is not possible, then the Department should allow colleges to seek third party vendors to offer debit cards for students’ refunds, but should prohibit fees to be charged to these students.   In other words, the Department should rule that colleges must to absorb any and all costs associated with delivering the refunds on these debit cards so students can use them fee-free.   In addition, we urge the Department to extend adequate consumer protections to these cards so that students are protected in the case of loss or fraud.
