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Reducing Federal Loan Eligibility Would Hurt Students at For-Profit Colleges
Colleges Don’t Need More Authority to Limit Student Aid Options
June 12,2014

Some for-profit college industry lobbyists blame students for the high debt and default levels at their schools,
claiming that their students borrow more than they need in federal loans. However, there is no evidence to
support this claim, and giving colleges greater authority to reduce aid eligibility will make it harder for students
to pay for and complete college.

Half of undergraduate students attending for-profit colleges borrow enough to cover their tuition and fees only.

Half (50%) of undergraduate federal loan borrowers at for-profit colleges borrow no more than their tuition
and fees minus grant aid (i.e., net tuition and fees)."

The students who borrow more than their net tuition and fees cover, on average, only $3,800 of their other
educational expenses, such as housing and food, books and supplies, and transportation to school.” Federal
student aid can be used to help cover the full cost of attendance, which includes these non-tuition
expenses.

Colleges already have sufficient tools to ensure that students only borrow what they need.

Each college determines the cost of attendance for its programs, including estimating appropriate amounts
for housing, food, books, supplies and transportation.3 If colleges think students are spending too much on
living expenses, they can lower the allowable amount in their cost of attendance to something more
reasonable.

Colleges are required by law to provide loan counseling to students who take out federal loans and can use
loan counseling to influence students’ borrowing behavior.* After the University of Phoenix improved its
loan counseling in 2009, the company reported that the number of students taking out the maximum
federal loan declined from approximately 90% to 60%-70%.”

Reducing students’ eligibility for aid will hurt their ability to cover college costs and complete college.

College costs have long been defined to include indirect costs of attendance, and for-profit colleges agree
that these are legitimate costs for which students should be able to receive financial assistance. For
instance, the for-profit college trade association lobbied for the Gl Bill to provide a housing allowance for
online students.’

Virtually all for-profit college students (95%) need financial aid to pay for college, and hardly any (less
than 1%) have their federally determined financial need fully met with grants.” Reducing students’ eligibility
for loans would hurt their ability to cover the remaining costs and graduate.

71% of for-profit college students enroll full time, and one-third of these full-time students (34%) already
work full time as well,® so it is impractical to expect them to work more to make up the difference.

Student “over-borrowing” is not the cause of high for-profit college default rates.

Students attending public colleges are over 60 percent more likely than students at for-profit colleges to
borrow to cover college costs beyond their net tuition and fees (81% vs. 50%) and students at public
colleges borrow more, on average, to cover those costs (54,650 compared to $3,800).9 Yet the default rate
of public colleges is 40 percent lower than that of for-profit colleges.10

Even after adjusting for differences in their student demographics, the for-profit college industry’s own
study found that their graduates are twice as likely to default on their loans as graduates from other types
of colleges.™
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