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We appreciate the Department’s attempt to create meaningful underwriting standards for PLUS loans.  The draft proposal contains some valuable provisions, including mandated loan counseling for PLUS loan applicants seeking to demonstrate extenuating circumstances.

However, we believe that the current draft would create underwriting standards that fail to adequately identify those applicants who may pose a credit risk.  Again, because PLUS loans come with high interest rates, fewer flexible repayment options and no borrowing limits, we must ensure that the standards we adopt prevent the kind of overborrowing that has led too many families with PLUS loans to financial ruin in recent years.  

It is noteworthy that the Department’s recently-released figures on PLUS loan cohort default rates show that under pre-2011 standards, Direct PLUS loans defaulted at twice the rate of FFEL PLUS loans.  This indicates that, even within three short years of entering repayment, more Direct PLUS loan borrowers were nine or more months behind—clear evidence of ruinous overborrowing.  These data also show that in just three years, Direct PLUS loan borrowers defaulted on those loans at twice the rates calculated by the Federal Reserve for all other forms of unsecured consumer credit. We cannot go back to the pre-2011 standards for Direct PLUS loans, or other standards that achieve a similar result.  “Access” to expensive loans, at all costs, undercuts the very mission of the Title IV programs: to provide assistance to students so that they can get an education and secure a net benefit from that education – both in terms of personal cultivation and financial security.

To that end, we suggest a more measured approach that considers a smaller de minimis amount, with a longer lookback period, to be exempt from the definition of adverse credit.  We also suggest some clarifying language regarding PLUS loan counseling.

§685.200   Borrower eligibility.

*  *  *  *  *

(b) Student PLUS borrower.  (1)  The student is enrolled, or accepted for enrollment, on at least a half-time basis in a school that participates in the Direct Loan Program.

(2)  The student meets the requirements for an eligible student under 34 CFR part 668.

(3)  The student meets the requirements of paragraphs (a)(1)(iv) and (a)(1)(v) of this section, if applicable.

(4)  The student has received a determination of his or her annual loan maximum eligibility under the Federal Direct Stafford/Ford Loan Program and the Federal Direct Unsubsidized Stafford/Ford Loan Program or under the Federal Subsidized and Unsubsidized Stafford Loan Program, as applicable; and

(5) The student meets the requirements that apply to a parent under  paragraph (c)(2)(viii)(A) – (D) of this section.   

(c) Parent PLUS borrower-- (1) Definitions.  The following definitions apply to this paragraph:

(i) Charged off means a debt that a creditor has written off as a loss, but that is still subject to collection action. 

(ii)  In collection means a debt that has been placed with a collection agency by a creditor, or that is subject to more intensive efforts by a creditor to recover amounts owed from a borrower who has not responded satisfactorily to the demands routinely made as part of the creditor’s billing procedures.

(2) Eligibility.  A parent is eligible to receive a Direct PLUS Loan if the parent meets the following requirements:

(i)  The parent is borrowing to pay for the educational costs of a dependent undergraduate student who meets the requirements for an eligible student under 34 CFR part 668.

(ii)  The parent provides his or her and the student's social security number.

(iii)  The parent meets the requirements pertaining to citizenship and residency that apply to the student under 34 CFR 668.33.

(iv)  The parent meets the requirements concerning defaults and overpayments that apply to the student in 34 CFR 668.32(g).

(v)  The parent complies with the requirements for submission of a Statement of Educational Purpose that apply to the student under 34 CFR part 668, except for the completion of a Statement of Selective Service Registration Status.
 (vi)  The parent meets the requirements that apply to a student under paragraph (a)(1)(iv) of this section.
(vii)  The parent has completed repayment of any title IV, HEA program assistance obtained by fraud, if the parent has been convicted of, or has pled nolo contendere or guilty to, a crime involving fraud in obtaining title IV, HEA program assistance

(viii)(A)  The parent—
(1)  Does not have an adverse credit history;

(2)  Has an adverse credit history but has obtained an endorser who does not have an adverse credit history; or

(3)  Has an adverse credit history but documents to the satisfaction of the Secretary that extenuating circumstances exist and completes PLUS loan counseling offered by the Secretary.  The counseling shall be designed so that the parent can compare the net costs of different borrowing amounts over the life of the loan, and shall emphasize that the parent can borrow less than the full amount offered if approved for a PLUS loan.  
(B)  For purposes of this paragraph  an adverse credit history means that -  the parent-- 

(1) Has one or more debts with a total combined outstanding balance greater than $1,000 that  are 90 or more days delinquent as of the date of the credit report, or that have  been placed in collection or charged off during the three years preceding the date of the credit report; or 

(2)  Has been the subject of a default determination, bankruptcy discharge, foreclosure, repossession, tax lien, wage garnishment, or write-off of a debt under title IV of the Act during the five years preceding the date of the credit report.

(C) For  purposes of this paragraph , 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  purposes of this paragraph , the Secretary may determine that extenuating circumstances exist based on documentation that may include, but is not limited to--

(1) An updated credit report for the parent; or

(2) A statement from the creditor that the parent has repaid or made satisfactory arrangements to repay a debt that was considered in determining that the parent has an adverse credit history.

(3) For purposes of paragraph (c)(2) of this section, a “parent” includes the individuals described in the definition of “parent” in 34 CFR 668.2 and the spouse of a parent who remarried, if that spouse's income and assets would have been taken into account when calculating a dependent student's expected family contribution. 
