March 30, 2014

RE:  Issue 6 - Definition of Adverse Credit for Direct PLUS Loan Eligibility

Dear Negotiators:

Thank you for your thoughtful discussion during our first two negotiation sessions on the definition of adverse credit history under the PLUS Loan program.  On Page 3, we provide a regulatory option for consideration by the group that we believe would reinforce the role of the PLUS Loan program as an essential financial aid program aimed at providing students with the means to get a college education, which we all know is essential in today’s global economy.  We believe this frame is the most important aspect we can keep in mind as our work on this part of negotiated rulemaking continues.

As we stated during our discussions, the PLUS Loan program is one of several student aid programs that provide resources to students without their own financial means to afford college.  Without PLUS Loans making up the gap between Pell and Stafford loans, many low-income families simply are not able to send their children to a college that is the best fit for them.  The unfortunate reality is that the other student loan and aid programs have simply not kept up with the cost of higher education – both for schools and their students.  

The PLUS Loan program remains one of the few, low-cost, viable options for students and their parents to access the necessary capital to invest in higher education.  We strongly disagree with statements that the PLUS Loan program is not a safe loan product that is not beneficial for students or protective of their parents when parents borrow.    We, and the minority-serving institutions that we represent, support lowering the underlying interest rates and providing more flexible repayment options for PLUS Loan borrowers, and we are advocating for those changes as Congress considers reauthorization of the Higher Education Act.  Those items are unfortunately outside the scope of this negotiated rulemaking.  Notwithstanding this fact, we should do all we can to ensure that parent are not unfairly denied access to aid for college through this process.  In addition, we should not be paternalistic in assuming that parents cannot make the best choices for their families.  

With that frame in mind, the proposed changes to the existing Direct PLUS Loan regulation that we have attached would accomplish several things:

· Reinstate the credit standards for PLUS Loans used by the Department of Education prior to the 2011-2012 award year (paragraph (B)(2)); 

· Exclude de minimus delinquent debt of $1,000 or less from the definition of adverse credit (paragraph (B)(1)(i));

· Clarify and shorten the look-back period for other credit issues from five years to three years to avoid capturing financial difficulties encountered by individuals due to the Great Recession (paragraph (B)(1)(ii));  
· Ensure that PLUS Loan borrowers with a past significant financial difficulty appearing on their credit report would be provided information on loan terms and repayment responsibilities and have loan counseling available to them (paragraph (B)(3)); 

· Provide the Secretary with the flexibility and clear authority to reduce the credit requirements necessary to receive a PLUS Loan when a natural disaster or significant economic situation occurs (paragraph (E)); and  

· Provide that, once approved, PLUS Loan eligibility continues through a student’s course of study (paragraph (F)).

All of these additions would ensure that the PLUS Loan program continues to ensure that eligible borrowers receive the aid they need.

Small amounts of debt should not bar a borrower from a PLUS Loan.  Our proposal to include an exemption for $1,000 of debt would simply move this concept from the “extenuating circumstances” process to the initial eligibility determination period.  This is critical if we are to prevent the drop off that happens when borrowers are faced with having to go through a reconsideration and appeals process to receive their PLUS Loans.  Equally important is the shortened look back period.  A three-year period would ensure that we capture the current ability of borrowers to repay their loans, rather than having parent access to student aid hampered by the extraordinary Great Recession and its lingering after effects.  Lastly, ensuring continuity in the ability to borrow through guaranteed eligibility for PLUS Loans through a student’s course of study and for applicants who are economically disadvantaged due to a natural or economic disaster are essential for the continuity of student learning and family piece of mind.

We believe that there was much agreement in our discussions about the benefits of loan counseling.  This proposal seeks to make available loan repayment information and counseling for all PLUS Loan borrowers whose credit reports suggest that they could benefit from such counseling.   

When considering the proposal we are making it is important to keep in mind the larger situation around benefits to the taxpayer and students through the PLUS Loan program.  Out of all the federal loan programs, the federal government’s own data confirm that the PLUS Loan program is the best deal for taxpayers due to its relatively low lifetime and cohort default rates, which are significantly lower than those for Stafford and Consolidation loans.  Over the past seven budget cycles, the U.S. Department of Education has never estimated that borrowers would default at a rate higher than 8.34 percent.  In fact, only 7 percent of those that borrow in 2014 are estimated to default during the lifetime of their loan, and nearly all of these funds ultimately will be recovered.  This contrasts to default estimates of 19 percent and 21 percent for Stafford and Consolidation loans respectively. 

The overall frame of ensuring that the PLUS Loan program remains a viable financial aid option for students and their parents, coupled with the comparatively low default rates for this program, make the regulatory option we propose worthy of consideration.  We look forward to discussing this option with all of you and to seeing the Department’s proposals on this matter.

Sincerely,  

David H. Swinton, President, Benedict College

George T. French, Jr., President, Miles College
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Summary of changes:  The proposed changes to the existing Direct PLUS Loan regulation would:
· Reinstate the credit standards for PLUS Loans used by the Department of Education prior to the 2011-2012 award year (paragraph (B)(2)); 
· Exclude de minimus delinquent debt of $1,000 or less from the definition of adverse credit (paragraph (B)(1)(i));
· Clarify and shorten the look-back period for other credit issues from five years to three years to avoid capturing financial difficulties encountered by individuals due to the Great Recession (paragraph (B)(1)(ii));  
· Ensure that PLUS Loan borrowers with a past significant financial difficulty appearing on their credit report would be provided information on loan terms and repayment responsibilities and have loan counseling available to them (paragraph (B)(3)); 
· Provide the Secretary with the flexibility and clear authority to reduce the credit requirements necessary to receive a PLUS Loan when a natural disaster or significant economic situation occurs (paragraph (E)); and  

· Provide that, once approved, PLUS loan eligibility continues through a student’s course of study (paragraph (F)).

Proposed Regulatory Changes:  Changes to the existing Direct PLUS Loan regulation are highlighted in bold italics.
(B)(1) For purposes of paragraph (c)(1)(vii)(A) of this section, an adverse credit history means that as of the date of the credit report, the applicant—

(i) Is 90 or more days delinquent on any debt exceeding $1,000; or

(ii) During the three years preceding the date of the credit report, has been the subject of a—

(aa) default determination, 

(bb) bankruptcy discharge, 

(cc) foreclosure, 

(dd) repossession, 

(ee) tax lien, 

(ff) wage garnishment; or 

(gg) write-off of a debt under title IV of the Act during the five years preceding the date of the credit report.

(2) An applicant with non-title IV debt in collections or charged off proceeding the date of the credit report, shall not be considered to have an  adverse credit history and the Secretary shall not deny a Direct PLUS Loan on that basis.
(3) In the process used by the Secretary to determine whether an applicant has an adverse credit history, any borrower whose credit report includes an event described in paragraphs (1) (without regard to the three-year period) and (2) shall receive comprehensive and easily understandable information on the terms and conditions of the loan and the borrower’s responsibility to repay such loan.  The applicable institution shall make such information and loan counseling available to the borrower (either in person or online).  

(C) For the purposes of paragraph (c)(1)(vii)(A) of this section, the Secretary does not consider the absence of a credit history as an adverse credit history and does not deny a Direct PLUS Loan on that basis.

(D) For the purposes of paragraph (c)(1)(vii)(A)(3) of this section, the Secretary may determine that extenuating circumstances exist based on documentation that includes, but is not limited to, an updated credit report, a statement from the creditor that the borrower has made satisfactory arrangements to repay the debt, or a satisfactory statement from the borrower explaining any delinquencies with outstanding balances of less than $500.

(E) For the purposes of paragraph (c)(1)(vii)(A), and notwithstanding paragraph (B)(1), of this section, the Secretary may reduce the credit requirements necessary to receive a Direct PLUS loan in response to a natural disaster or poor economic conditions that are unforeseen or prolonged.
(F) An applicant who meets the criteria under paragraph(c)(1)(vii) of this section and is approved to receive a Direct PLUS loan shall continue to be eligible for any such loan for the period of enrollment necessary for the borrower or applicable undergraduate student to complete their program of study.
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