TO: Negotiators 

FROM: Suzanne Martindale, Consumers Union RE: Correction – PLUS Loan subcommittee proposal
DATE: April 18, 2014

I write to make a correction regarding the proposal submitted on April 2, 2014 by the subcommittee for Issue 6 – Definition of Adverse Credit for PLUS loans.   
I did not endorse the subcommittee’s proposal.  I attended the first 30 minutes of the subcommittee meeting, and then left for a different meeting.  I did not finish the discussion, nor did I consent to having my name added to the proposal.
However, I did sign onto the proposal submitted by Whitney Barkley on April 2, 2014.
Thank you.
April 2, 2014

Ms. Pamela Moran

Mr. Charles Pou

Mr. Craig Bagemihl

U.S. Department of Education

1990 K Street, NW, Room 8017

Washington, DC  20006

RE:  Issue #6:  Parent PLUS Loan Eligibility - Definition of Adverse Credit History

Dear Ms. Moran, Mr. Pou and Mr. Bagemihl:

We submit the attached regulatory proposal on the Definition of Adverse Credit for Parent PLUS Loans and request your consideration as you develop the Department’s draft regulatory proposal on this topic.   This proposal reflects the consensus view of the subgroup of negotiators listed below.

Please let us know if you have questions or need clarification.

Thank you.

Sincerely,

David H. Swinton, Benedict College

George T. French, Jr., Miles College

Suzanne Martindale, Consumers Union

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
Attachment
Issue Paper 6
Program Integrity and Improvement Issues
Issue: 


Definition of Adverse Credit for Direct PLUS Loan Eligibility

Statutory cite: 
§428B(a)(1)(A) of the HEA
Regulatory cite: 
34 C.F.R.§685.200(c)(1)(vii) 
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 $2,000 or less from the definition of adverse credit (paragraph (B)(1)(i)) and make a conforming change in paragraph (D);
· 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));  
· Exclude medical debt as a sole basis for adverse credit and for the denial of a PLUS Loan (paragraph (B)(3));
· Ensure that all applicants approved for PLUS Loans are provided information on loan terms and repayment responsibilities and have loan counseling available to them (paragraph (B)(4)); 
· 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 for two entire academic years (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 $2,000; 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 preceding 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) An applicant with medical debt identified under paragraph (B)(1) shall not be considered to have an adverse credit history solely on the basis of such debt and the Secretary shall not deny a Direct PLUS Loan solely on that basis.
(4) In the process used by the Secretary to determine whether an applicant has an adverse credit history, all approved applicants shall receive comprehensive and easily understandable information on the terms and conditions of the loan and the applicant’s responsibility to repay such loan.  The applicable institution shall make such information and loan counseling available to approved applicants (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 exceeding $500 $2,000.

(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 24 months.
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