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Cash Management – Issue Paper 4

Recommendations to the Department of Education

March 5, 2014

The original introductory language from Issue Paper 4 provided by the Department of Education is below, along with clarification comments and recommendations following the questions asked in the Issue Paper.  This information is provided for your comments, suggestions and consideration. 

Issue Paper 4

Program Integrity and Improvement Issues

Issue:
Cash Management

Statutory Cites:
§§484, 487, and 498 of the HEA

Regulatory Cites:
34 CFR Part 668, Subpart K

Summary of issues:  Determining if and how cash management regulations in Part 668, Subpart K should be revised to address the allowable timeframes, methods, and procedures for institutions to pay students their Title IV student aid credit balances; whether additional consumer/end user safeguards should be built into procedures that utilize debit/prepaid cards or other financial products for such purposes, to ensure safe, convenient and free access to the full credit balance; and if and how regulations should be promulgated that outline required or prohibited marketing behaviors by institutions, their preferred banks, or contractors for bank accounts, cards or other financial products that are offered to students for, or in conjunction with, the delivery of Title IV credit balances.

COMMENT:  As noted during the welcoming remarks by Jamienne S. Studely for the Negotiated Rule Making Committee – Program Integrity and Improvement Committee on February 19th Session 1,

 “Our cash management regulations have not been revised for some time and may not adequately reflect current technologies nor accommodate future ones.”  

Since the regulations were written, technologies have changed and new payment instruments are available in the market place today.  However, concerns have been raised about the practice of disbursing Federal Student Aid via debit and prepaid cards and whether these payment instruments and practice, along with campus banking relationships, are in students’ best interests. 

Historically, institutions were limited to only two payment instruments: paper check or cash and a signed receipt.  These instruments have been proven to be an inefficient delivery method, costly and risky for the institution and students.

Today electronic funds transfers (EFT) have become standard, accepted as a way to handle electronic payments, reducing the number of paper checks and allowing institutions to disburse funds directly to a student’s personal bank account within two to three business days.  And yes, EFT is faster than a paper check via US Postal Service mail, which can take three to seven business days if there are no address issues.  However, EFT requires an institution to store and maintain a student’s personal bank account information on local servers, which is a costly risk and places a burden on the administration.  As an example of the risk associated with storing personal information, a recent report regarding hacking of over 309,000 students’ identity, including social security numbers, certainly raises the awareness associated with storing personal bank account information.

Additionally, EFT requires a person to have a personal bank account in order to receive funds via EFT, which presents issues to the rising number of non-banked, don’t want to be banked and can’t be banked students in higher education.   For some students, past financial mistakes or credit history may cause a bank’s denial, while others living paycheck-to-paycheck struggle to meet a minimum balance or deposit requirement for a truly “fee free” checking account.  Although checking accounts may be widely available, they may come with high fees and risks, and not all students can qualify.

According to an article written by John Waggoner for USA Today, on September 30, 2013, “Bank fees rose for the 15th straight year, with fees for overdrafts and out-of-network ATM usage hitting record highs, according to Bankrate.com.”  For several reasons(some financial, some administrative, and some in the interest of students), educational institutions started entering into agreements with financial institutions or 3rd Party Servicers to offer a variety of products, ranging from ID cards linked to bank accounts, to basic debit cards and prepaid cards.  

A prepaid debit card is another payment instrument available today for consideration.  Employers and payroll companies have been using prepaid debit cards as an alternative to issuing payroll checks.  Other government agencies now provide electronic benefits transfer (EBT) for food stamps, Social Security, or other cash benefits to a prepaid card such as Direct Express. Obviously the use of this product to deliver a wide variety of benefits to a wide range of people means that the government has accepted the prepaid debit card as a secure, safe economical means of delivering government funds.   

According to various PEW reports, prepaid debit cards are growing in usage, serving largely as a replacement payment instrument for paper checks and bank accounts.  These reports go on to say that these cards are lower in cost than most checking accounts.  Prepaid debit cards have evolved from a closed-system, stored-value card to an open-system, prepaid debit card or a “general purpose reloadable (GPR)” card today.  For clarification, a traditional stored-value card stores the prefunded value on the payment card itself, typically identified with a “gift card.”   By contrast, the prepaid debit card or GPR card is a network-branded card providing all the consumer protection and services afforded standard bank products by storing the prefund value on a remote database which is accessed for payment authorization. 

 Recommendation:  Rules should be designed to support the use of GPR cards for the disbursement of Title IV funds.  Educational institutions planning to achieve administrative efficiencies and cost containment should compare proposals for this service to the government disbursement cards in use today, noting the marketing approach and fees associated with the various programs.  This includes the fact that these products are not designed to compete with checking accounts because they don’t offer or sell any other financial services, which removes one of the concerns expressed by various groups related to conflict of interest. 

Timely delivery of credit balances

Credit balances are the Title IV student aid funds that remain available to students for non-institutional, educational costs, such as living expenses, after institutions have credited their students’ accounts with their Title IV student aid funds to pay for institutional charges.  Current cash management regulations (34 CFR 668.164 (e) (1) and (2)) require that, after all allowable charges have been paid to an institution using federal funds, any credit balance remaining must be paid directly to the student within a 14-day period. Institutions can currently satisfy this requirement by:

· Issuing a check to the student;

· Initiating an electronic fund transfer (EFT) to a bank account designated by the student; or

· Disbursing the credit balance to the student in cash and receiving a signed receipt in return.

Recommendation; We would recommend that a prepaid debt card be considered an alternative payment instrument, superior to a paper check since it allows timely delivery of funds, minimizes fraud and risk for the institution and the student.  As noted in the FSA Handbook, an institution may issue a check or other instrument payable to and requiring endorsement or certification of the student.  Issuing a prepaid debit card or GPR card can meet this requirement without opening a bank account, requiring personally identifiable information (PII) and still allow students the ability to transfer funds to a personal bank account or request a paper check if they so choose.

The use of debit cards to disburse credit balances
When an institution offers to initiate an EFT to an institutionally sponsored bank account, some institutions’ contracted financial representatives have been offering students the opportunity to utilize a stored-value or debit card or other financial product to access credit balances.  Under many arrangements, students may withdraw their money at ATMs or use the cards to make purchases at selected establishments.  Often, institutions have partnered with third-party servicers or other contractors to establish such accounts through a financial partner.  

During public hearings held in preparation for these negotiations, some members of the public provided feedback regarding potential negative consequences associated with this method of disbursement.  For example, commenters stated that students have complained that the initial marketing of the debit card is unsolicited and the card bears the institution’s insignia, implying that the card is required to secure the student’s matriculation.  Commenters also voiced concerns that these arrangements may not be in the students’ best interests; rather, they may be structured to be in the best interests of the institutions and/or their partners.  Others claimed that their funds were not easily accessible.

Finally, commenters voiced concern that some institutions and/or their preferred banks discourage a student’s receipt of a credit balance via check or EFT to a student’s pre-existing bank account.  The commenters stated that disbursements of funds are often delayed to those accounts, further encouraging use of the institutionally sponsored financial product. 

Many students are dependent on these funds to meet living expenses and other costs associated with postsecondary education. These comments raise the question of whether the regulations should be revised to ensure that students can reasonably, conveniently, and reliably access the critical Title IV funds they have been awarded, without fees or other costs. 

Comments and questions:

Comments:  The educational institution has the responsibility of overseeing the company with whom they have contracted to provide disbursement services to their students.  The best guideline for determining if the requirement covering “students can reasonably, conveniently and reliably access the critical Title IV funds they have been awarded” is the responsibility of school administrators.  

Everyone has enough regulations and school administrators should be required to use the system in order to understand the students’ experience, given that accounts can be opened or established today with little if any paper work, checks can be requested with a few keystrokes and EFT’s can be initiated in the time it takes to fill out a change of address request.      

Recommendation:  To further simplify and speed up the disbursement process and avoid perceived conflicts associated with the campus linking a debit or ID card to a checking account, simply separate it from the ID card.   This eliminates the idea that the campus is profiting from selling students to the bank and still allows the campus to expedite disbursements.  .     

Timely delivery of credit balances

· Should the 14-day period for the disbursement of credit balances be revised? 

Recommendation:  Comments in the meetings indicated that most felt they could work with the 14-day period.   To improve the 10 day advance delivery of funds as well as the 14-day period, a prepaid debit card or GPR card as the default delivery tool instead of checks was considered a positive move.  I believe virtually that all agreed that paper checks should not be the default choice.   

Since not all students have or can qualify  for a bank account, a GPR card should be considered for the default choice since there is no prequalification and no action required other than certification of the student.  Additionally funds can be made available same day with a GPR card; whereas, a paper check can take up to seven business days to be delivered.

In order for a GPR card to be efficient, GPR cards should be mailed well in advance of the disbursement date.  We recommend that regulations be changed to allow schools to contract with providers to issue GPR card directly to students as long as it requires a student election of disbursement means and does not include the release of PII information unless the provider is a third party servicer. 

The use of debit cards or other financial products to disburse credit balances 

· Should the regulations provide additional banking protections to the more than 9 million students with campus debit cards?

Recommendation:    Since this references campus debit cards, it should be clarified that there are GPR products being used at campuses today, that 9 million students receive funds through disbursement tools that have ALL the protection afforded bank/checking accounts even though they are NOT bank accounts. Yes, there are GPR products out there without this protection and campus administrators need to verify protections offered by reading the Card holder Agreement for any program being considered.   

· Does the concept of active consent and authorization by the student before an account can be established and activated need to be clarified or expanded?

Recommendation:    DCL GEN 05-16 defines a stored value card as not being linked to a checking or savings account, which means it is not a financial account.  GPR cards being used today are not linked to a checking or savings account, don’t report to credit bureaus, everyone is qualified to have one*, etc., are FDIC-insured and have all the consumer protections associated with bank accounts.  GPR cards can include the ability to choose to transfer funds to a personal bank account and request a paper check, all online without hassles.  

· Should the regulations ensure that students receive convenient and free access to the full amount of their credit balance within the time frame designated, which may include explicitly defining what constitutes convenient access to ATMs or other withdrawal methods?  

Recommendation:  We would propose that the regulations require debit or GPR cards provided students for handling Title IV balances belong to one of the national ATM networks. For reference, several cards like Direct Express belong to one of these networks and give card holders X number of withdrawals per disbursement made to the card.  Note, some GPR cards include “cash back” at participating merchants for free and funds can be transferred to a personal bank account for free.

· Should a debit card or other financial product used to deliver student aid be linked to a bank account in the student’s name?

Recommendation:    It should first be understood that linking to a bank account means the debit card or other financial product used to deliver student aid can only work with ONE bank because of technology limitations today.  This obviously creates the impression that the campus may be pushing the student to do business with a certain bank and would require constant attention to avoid.  

· Should the feasibility of a federally provided stored-use card be explored?

Recommendation:   Discussion during the meetings indicated that this was not necessary at this time, and there are GPR products already being used that are equal in price and service to existing government programs like Direct Express.     

· Should the regulations specify allowable behaviors in cases where Title IV funds and other funds are comingled on a campus debit card?

Recommendation:  Funds are comingled in the majority of cases today because most disbursement programs handle all kinds of refunds, including Title IV disbursements, any regulation passed specifying allowable behaviors would have to apply to all campus debit, GPR programs, etc.
· With regard to debit card/financial product offerings recommended by institutions to students, should the regulations prohibit specific marketing practices by the institution (or its third party servicer)?

Recommendation: Not knowing what the prohibited specific marketing practices being referenced are, it is difficult to agree or disagree; however, any marketing practices should be objective and transparent.

· Should the regulations address the issuance of institutional debit cards or other financial products that depict a co-branding of the institution’s logo alongside the logo of its preferred bank/contractor?

Recommendation:  Any regulation regarding branding should separate products that handle disbursements but do not offer checking/financial accounts. Those not representing a bank or offering other financial services, such as checking, should be allowed to use the institution’s logo. 
· Should the regulations address the practice of coupling the student’s school identification card with a debit/prepaid card or other financial product?

Recommendation: To avoid perceived conflicts associated with the campus linking a debit card tied to a checking account to the ID card, simply separate it from the ID card.
Should the regulations address revenue-sharing agreements between institutions and their preferred banks if the financial product may be used to deliver Title IV student aid?

Recommendation:  Yes, agreements should be made public and a campus should be required to negotiate, so that the student gets the best deal on fees and the school gets a reasonable return on the revenue-sharing side. 
· Should the regulations require schools, debit card providers, and other financial product providers to present students with objective and neutral information and options on receipt of federal student aid payments?

Recommendation:  Regulations today require that students have choice on how they want to receive or have access to federal student aid payments.  Determining what is considered objective / neutral information should be handled by the campus.   

