


Why For-Profit Schools Should Not be Exempt

For-profit schools aggressively market to vulnerable students: the unemployed or underemployed who are seeking
better job opportunities. ey adivertise on billboards, daytime commercials and bus stops, often o Lering training
in a vocational field such as hair and beauty, auto repair or medical assistance. And while some for-profit schools
serve a genuine need in the community and treat their students well, as a sector, for-profit schools have been
plagued with well-document abuses: from poor instruction and low graduation rates to false advertising, high-
pressure sales tactics and convictions for loan fraud.® Even the best of these schools have a profit motive (unlike
the majority of colleges, which are non-profit private, parochial and public schools), meriting some supervision to
ensure that the loans they make to their students are fair.

Unfortunately, traditional market forces are not su Lcieht to guarantee the safety of these loans. [eyaile profitable
to schools even if students eventually default because of the loan’s high cost or because the school fails to prepare
them for the high-paying job that was advertised. In one example, for-profit chain Corinthian Colleges has reported
to investors that it will issue $130 million in loans this year even though it expects an astonishing 56 to 58 percent
of the borrowers to default. Defaulting on an expensive student loan—which is not dischargeable upon disability,
bankruptcy or even death'>—can spell financial ruin for an already strapped job-seeker. But for the schools, making
direct“easy credit” loans is still profitable because the loans increase enroliment, unlocking millions in federal grant
and loan dollars and buoying their stock price."

Typical Abuses in the Private Loan Market, and the For-Profit School
Connection

Aggressive marketing has resulted in America’s students taking out $120 billion in private loans over the past
decade, but there is still no consumer watchdog to make sure they are treated fairly. [eredre virtually no rules
protecting borrowers in the private loan market. Just about any company or school can o [erla high-cost loan and
market it to students as a“student loan,” at any terms it finds profitable. Typical private loan abuses include:

+ Unnecessary Loans. Any student with access to the full information should only buy a more
expensive private loan after reaching the maximum federal loan amount first. However, full
information is increasingly the exception, and not the rule. Last year, almost 2 out of every 3
private loan borrowers did not reach the Sta [ard limit before taking out a costlier private loan; 26
percent took out no Sta[ard loans at all. As with other high-cost financial products, from subprime
mortgages to payday loans, racial disparities suggest predatory targeting: African Americans are
disproportionately likely to use private loans.'*

+ Outrageous Rates. Unlike federal loans, most private loans have no upper limit on their interest
rates. As a result, private student lenders charge annual percentage rates (APR) as high as 18
percent—nearly three times the average federal loan APR and twice as high as the federal cap on
student loans.

+ Rate Floors, Not Ceilings. During the recession, the federal government has lowered interest rates
to make money cheaper for lenders—but the savings have not flowed through to millions of private
loan borrowers. LafSecause instead of ceilings, many private loans have rate “floors” guaranteeing
that the borrower’s interest rate stays high. [eredulting spread that lenders are pocketing is as high
as 12.5 percent.'s

+ High Fees. Leredre no legal limits on the fees private lenders can charge students. Eighty-five
percent of lenders charge origination fees just to make the loan, averaging 4.5 percent of the loan



amount—>but with some as high as 9.9 percent.’s For a $5,000 private loan, that's a $495 fee added
to the principal before the student even enters the classroom.

e In-School Interest. With federally-subsidized loans, the government pays the interest while the
student is in school and not making payments. Private lenders start running the clock from the
moment of origination. The difference is significant: a college freshman who takes out a private
loan for $1,500 at the start of the year will owe $2,945 on that loan alone the day she graduates.
Taking out the same private loan for each year of study will leave her with a bill upon graduation of
$9,223—for just $6,000 in loans.*

e Aggressive Marketing at For-Profit Schools. While only 9 percent of undergraduates attend
for-profit schools, these students make up 27 percent of private loan borrowers.'® As aggressive
marketing has driven record growth in private loans, the biggest rise has been among for-profit
schools. Nearly half of all for-profit school students had private loans last year, up from just 12
percent four years earlier.»

Conclusion

It should be our shared responsibility to help America’s youth build a strong foundation for our future. If we let
profit-seeking companies target our students with “easy credit” that they'll be struggling to pay o [for years, our
economy will sulerlin the long-run. A Consumer Financial Protection Agency—with no loopholes for private
loans or for-profit schools—uwill help us guarantee all students an a [aridable education.
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