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April 9, 2008

Dear Member of Congress,

On behalf of the millions of students who benefit from federal student loan programs, we write to thank you for your efforts to strengthen the federal loan programs, and to provide comments on H.R. 5715, the ”Ensuring Continued Access to Student Loans Act of 2008.”   We applaud the Committee’s attempt to enhance the student loan programs so as to avoid potential disruptions due to instability in the credit market.  We are, as of now, unaware of any eligible borrower being unable to obtain a federal student loan.  However, efforts to reform and strengthen our loan programs can be valuable even if access problems never materialize. As you move forward in the legislative process we encourage you to consider other reforms, not included in H.R. 5715, which may more effectively and affordably achieve the goal of ensuring loan availability, as well as improving student lending.

PLUS Loans
H.R. 5715 includes a valuable enhancement to the PLUS loan program that would allow parents to delay repayment until after their child graduates from college.  PLUS loans are currently available to all parents up to their dependent child’s full cost of attendance.  This existing program, therefore, stands as a more affordable, safer and better alternative to private label lending.  Making PLUS loans more consumer friendly, by allowing families to delay repayment, and by simplifying the application process for parents, would help families utilize the program to finance their children’s education.

Loan Limits

The legislation increases loan limits for undergraduate unsubsidized Stafford loans by $2,000 a year and the aggregate limit on undergraduate Stafford borrowing to $31,000.  Given recent reforms, including the creation of the Income-Based Repayment program, a modest increase in borrowing through federal loan programs may be reasonable.  However, we would recommend providing the increase through an expansion of the Perkins loan program or the more targeted subsidized Stafford program instead of through unsubsidized Stafford loans.

Any expansion in Stafford borrowing intended to supplant private loan should only be enacted in concert with stronger consumer protections and enhanced program integrity requirements on for-profit colleges.  Higher loan limits are an open invitation to schools that abuse the student aid program. While the Committee hopes that the expanded limits will only be used by students who would otherwise have to borrow at a higher rate, the actual impact for some will be increased tuition and more debt at institutions whose tuition has historically been pegged to federal aid, and virtually all of whose students are low-income aid recipients. Extending credit to students, while doing nothing to ensure that the most predatory schools are restricted from siphoning it off, offers little help to the low-income students typically preyed upon by such schools.  Any increase in loan limits without significant enhancements to such basic program integrity measures as the 90/10 rule and a more meaningful Cohort Default Rate, will lead to mass victimization of students.

Lender-of-Last-Resort

The bill seeks to clarify the law around the Lender-of-Last-Resort (LLR) program. LLR was initially developed to serve as recourse for students unable to receive loans through the FFEL program.  Since the conception of the LLR program several decades ago, student lending has evolved, providing Congress and the Secretary of Education with alternative, and potentially superior, loan origination options in the event of potential unavailability of FFEL loans.  One obvious alternative is the Direct Loan program. Nearly every school already possesses the means of delivering loan capital through the Common Origination and Disbursement (COD) system, the same mechanism used to originate and disburse Pell Grants.  Schools should be encouraged to take advantage of this other, working loan program before experimenting with loans originated by Guaranty Agencies, which have no existing infrastructure, no capital, and little expertise for the task of loan origination. 

Other potential solutions could include authorizing the Secretary of Education to make and guaranty loans under Part B of the student loan program, authorizing the Secretary to contract with existing FFEL originators to make loans, authorizing the Secretary to fund loans through contracting with ELM, or to allow schools to act as Eligible Lender Trustees to make loans on behalf of the Department of Education. These alternatives would better utilize existing student lending participants and mechanisms than the LLR provisions of the law, which date back several decades.  It is likely that the proposed alternatives would also cost less and have fewer adverse consequences than the proposed effort to fund Guaranty Agencies.

On the heels of the significant reforms in the College Cost Reduction and Access Act, any codification of the existing LLR program should take significant measures to avoid the creation of loopholes and new inefficiencies in the loan programs.  If a mandatory funding of the Guaranty Agencies is intended and justified as a response to a potential (and as yet unlikely) FFEL shortage, some evidence of the crisis should be documented before the launch of what could easily become an entirely unintended third loan program. Schools and guarantors can safely be predicted to game the proposed LLR option, even with no disruption in or shortage of FFEL, because of the counter-productive incentives built into LLR.  Guarantors, having none of their own money in the program and taking no risk whatsoever, would seek to ramp up demand to maximize their revenues.  Schools may well come to see the proposed LLR as a loophole in the preferred lender list constraints imposed by the Department.  We urge you to clarify the terms under which GAs can offer loans, perhaps requiring them to be equivalent to terms offered in Direct Loans.  We also believe that GAs should be prohibited from marketing or pushing any LLR loans, and that schools be required to demonstrate lack of access to FFEL loan under standard terms before they can avail themselves of any LLR program.  

Finally, we encourage you to revisit the provision in H.R. 5715 that relies on Guaranty Agencies to determine a school’s eligibility for LLR.  We believe this policy places these agencies in a clear position of conflict between the taxpayers’ and their own financial interests.

Every year, nearly 400,000 academically qualified high school graduates do not pursue a four-year education.  For many of those students, cost—or fear of cost—is the main deterrent.  We know some of these students, particularly those from low-income families, may be debt-averse, unwilling to take on even reasonable levels of student borrowing.  In light of the real challenge we face persuading students to responsibly invest in their education, we believe any discussion of a potential credit crisis should conducted with great circumspection and care. We believe that the student loan industry and its surrogates have sought to play up the risk of a crisis in the media in hopes of reversing the cuts to their excess subsidies enacted by you just last year. While those familiar with the industry recognize the perennial game of chicken it has played with Congress over subsidies, these interest groups are sending an insidious and dangerous message to students and families around the country about access to college.

We strongly believe that federal loan programs are well positioned to deal with current market instabilities.  While Congress works to strengthen and reform the loan programs, we urge you to be deliberate and careful to ensure that the remedies being proposed are not worse than the disease they seek to cure. We thank you for your leadership on promoting access to higher education for all students, and stand ready to work with you.

Sincerely,

Gabriel Pendas




Luke Swarthout
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