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CITIZEN

January 17, 2012

Office of the Executive Secretary

Consumer Financial Protection Bureau

1500 Pennsylvania Ave. NW, (Attn: 1801 L Street)
Washington, DC 20220

Via: http://www.requlations.gov

Re: Docket No. CFPB-2011-0037, Request for InforomaRegarding Private Education Loans
and Private Education Lenders

Introduction

Commercial Alert is a project of Public Citizeng@sumer protection organization
based in Washington, D.C., with more than 250,0@énivers and supporters. We aim to keep
commercial culture within its proper sphere, an@revent it from exploiting children and
subverting values of family, community, environmednitegrity, and democracy.

We appreciate the opportunity to respond to thesGorer Financial Protection Bureau’s
request for information regarding private educataans and lenders. Public Citizen believes
that proper regulation of the marketing and adsig of private student loans is a crucial
component of helping students to make informedsilees about which financial services and
products are right for them. In an ideal world,d&ad aid would be sufficient to fully meet all
students’ needs. Given that this is not the cas®ftzat some students must rely on private
lenders to pursue higher education, students neuptdiected from exploitative education
lenders who fail to offer sufficient information &low students to make sound financial
decisions.

Background

The Project on Student Debt reports that closen&in seven undergraduate students
borrowed money from private education lenders i6722008. Moreover, the majority of these
borrowers took out loans from private lenders befaxhausting available federal loans, which
are more affordable and allow for better repaymemns® The Department of Education and

! Reed, M. (2011, July). "Critical Choices: how @glés Can Help Students and Families Make Betteisidas
about Private Loans." Retrieved 10 January, 20dP, f
http://projectonstudentdebt.org/files/pub/criticaioices.pdf.
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other experts agree that students should exhddstatal aid options prior to considering any
private loans.

The internet is an important source of informafionAmericans, especially young
Americans. A recent study finds that 92 perceritifiennials” (ages 18-34 as of 2011) use a
search engine when online. One third of Milleniade the internet to get financial informatfon.
Given these usage rates, search engine advertisefoeprivate student loans may be an
important source of information for young peoplelseg financial assistance for educational
pursuits. Our analysis below suggests that seargime advertisements, and the websites they
direct consumers to, inadequately warn consumerstdbe risks of private student loans and
the importance of pursuing federal options prioseeking private loans.

Responses to Questions

Our analysis of search engine advertising for pe\sudent loans responds to questions
2 and 3a posed in the request for information ddyethe Bureau of Consumer Financial
Protection. These questions are listed below wiif besponses. More detailed analysis follows.

(2) For students who do not exhaust their federal aons, including those that require the
completion of a Free Application for Federal Studsd (FAFSA), before turning to private
education loans, what explains their choice ofggevoans?

Private education lenders use marketing strategiethat target students seeking loans.
Online advertisements do not warn students to maxime federal loans prior to seeking
private loans.

(3) (a) How effective are the existing disclosures pied by private education lenders
regarding the terms and conditions of the loans®#grother things, comments could
address issues such as whether students and fafegiethey adequately understand the
terms and conditions of various financial prodwftsred to finance their education goals.

Search engine advertisements for private educatioleans offer no warnings regarding the
terms and conditions of loans, nor do they offer waings about exhausting federal loans
prior to using private lenders’ services. When consmers click on these advertisements and
are routed to private lenders’ or private loan aggegators’ websites, ensuing warnings are
often still inadequate.

2 Zickuhr, K. (2011). "Generations 2010 (Updatede)@011)." Retrieved 11 January, 2012, from
http://pewinternet.org/Reports/2010/Generationso28dpx.
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Analysis of Search Engine Advertisements for Priva Education Loans

In order to examine online advertising for privatedent loans, we searched for “student
loans” on Google and Yahoo (hereafter “search engivertisements®We examined the
advertisements (i.e. not the search results theresdbut the paid ads located in the top and right
hand margins of the browser) that appeared. Wegleéd the search several times to generate
new content. The searches yielded ads for sevandial services companies and five
aggregator sites (sites that compare various griean options for consumers).

We evaluated the ads based on their content, tideuof “clicks” required to reach a page
that contained a warning alert referring to fedévah options, and the quality and clarity of the
warnings.

Content of ads

None of the search engine advertisements make amgference to exhausting federal
loans prior to applying for private loans, or to ary risks associated with private loans (See
Tables 1.1 and 1.2).Since these ads appear when a consumer simpbthssdor “student
loans,” it is reasonable to assume that studentshalie not yet exhausted federal loan options
but are in need of funds may click on these aderd s no warning at this stage that would
prompt them to avoid these companies.

Language in advertisements emphasizes certainrésadf private student loans.
Advertisements describe loans as fast and easyeferdto low rates, the absence of fees,
flexible repayment, cosigner requirements (needett), and offering more money/specific
amounts of money.

Table 1.1: Content of Financial Services Company Ackertisements

Financial services company Advertisement Content
Citi a) Private Student Loans from Citi. New Lower Rate and
Zero Fees.

b) Student Loans from Citi. Up to the Entire Cost of
Education and No Payments While in School.

c¢) Student Loans from Citi. Apply for a Student Loan
Today. It's Fast & Secure. Learn More.

d) Apply for a Student Loan. Private Student Loansnfro
Citi. New Lower Rate and Zero Fees.

Discover a)Discover Student Loans. Up to 100% of Your Tuition
& School Expenses and a 2% Graduation Reward

3 When “federal student loans” was used as a searohinstead of “student loans,” advertisementsséweral of
the private education lenders and aggregator Isitesl below appear.

* Ads also appeared for: a “scholarship competitiduat provided a link to an aggregator site fodent loans upon
entry into the draw; a site to aide students whibdefaulted on their loans; an aggregator sitelthieéd back to
another aggregator site already listed in our datd;several ads for pay day loans.
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b) New Low Rates with APRs as Low as 3.25% and Zsq
Origination Fees! Certified Private Loan - Studeoan
Options - Apply For a Loan Now

PNC

a)PNC Student Loans — Need Money for College? We
Can Help. Ask About Flexible Repayment!

b) Need a Student Loan? Get Flexible Repayment Opt|
with The PNC Solution Loan. Apply Now!

ons

Sallie Mae

apBallie Mae Student Loans. Apply Online at SallieeVi
Today
b) Sallie Mae Student Loans. Need a Last Minute Stud
Loan? Sallie Mae Can Help. Apply Now!
c) Sallie Mae Student Loans. Enjoy Low Rates on Sttuc
Loans. Apply Online at Sallie Mae Today!

L

en

len

Sun Trust

Student Loan: Borrow more money for Ugdetuate
Study. Apply Online.

Union Federal

UFSB Student Loans. Ready to ApphAf€ollege
Loan? Grab A Cosigner and Get Started!

Wells Fargo

aWells Fargo Student Loan. It's Quick, Easy, anceRre

Apply No Payments While You're in School.

Table 1.2: Content of Private Education Loan Aggregtor Site Advertisements

Aggregator Site

Advertisement Content

Classes USA

ajop 2011 Student Loans. Return to School with Stu
Loans See if You Qualify!
b) Top 2011 Student Loans. You May Qualify for a
Student Loan To Go Back To School in 2011!

e

Find Student Loans

&ompare 8 lenders side by side in 30 seconds. App
Online Instantly

b) Need a Student Loan Fast? Let Us Do the Work for
You. Compare Your Options and Apply Now.

Private Loan Comparison

Need a Student Loan NowMalke It As Easy as 1, 2,
Compare Rate s & Apply All At Once.

Simple Tuition

aNeed a Fast Student Loan? Your Student Loan is2](
Clicks Away. Compare Top Lenders & Apply.
b) Need a Student Loan Fast? Compare Top Lenders

Apply

ISt

KO

Tuition Chart

No Cosigner Student Loans. Get $40 jo0Student

Loans ASAP. No Payments Unit After Graduation.

Time to Warning and Quality of Warning

As noted above, none of the advertisements foapeieducation loans or aggregator sites
included warnings regarding the important of extiagsederal loans prior to pursuing private
loans. Once consumers click on advertisement®viollg a link to the advertisers’ web sites,
another opportunity for such a warning arises. Miagority of advertisers’ websites offer some
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form of warning statement. We evaluated the ads@mtients on the basis of how many clicks
were necessary to reach the disclosure. For exatigple click to warning” indicates that the
first page the consumer encounters upon clickintherad contains some form of warning. Time
to warning ranged from one click to three click#fviwo sites providing no warning. We also
evaluated the quality of the warning statementssictering the language used and information
provided in the warning statement as well as tinen&d of the disclosure (i.e. fine print, lighter
font, etc.). Findings are summarized in Tablesa?d 2.2 below.

“Mediocre” warning statements make reference tieffal loans, but typically use softer
language and may not state the advantages of stiedes in an unequivocal fashion. For
example, Discover’s warning statement reads, “Wmerage you to maximize scholarships,
grants and other financial aid before taking lo&@w@nsider federal student loans which may
have more flexible repayment options, before apyjyor private student loans. Please contact
your school’s financial aid office for more infortian about federal student loarts.While the
language of the Discover warning statement is saftpoints to the possibility that federal loans
have better repayment terms. In contrast, anoth&raent in the mediocre category does not go
as far: Citi's warning statement reads, “This pievstudent loan is for undergraduate students
who are enrolled at least part-time. It can be usqzhy for tuition, books, or other school-
related expenses when federal loans fall stdftthe consumer clicks on “Learn More” (not a
mandatory step prior to application), a slightlgrdied statement appears (“If you're an
undergraduate student who has received aid thrsecighlarships, grants and federal loan
programs, but are still coming up short, then agid student loan from Citi can help cover the
difference in cost.”) as well as specifics regagdine terms of the loahPNC's initial warning
statement on the landing page following the adsentient is in fine print, stating, “You are
encouraged to explore all scholarship, grant addri borrowing options before applying for a
private loan.” However, upon clicking on “Apply Ngiithe same statement appears in print that
is the same size as the rest of the text on the. f&4C also has a clear (but not mandatory) link
to a warning statement for each type of studemtdpahich offers detailed information about
federal options and a link to the federal finanaial website.

“Poor” warning statements offer only vague langualgeut federal loans, and display
statements in fine print or light typeface. Forragdée, Union Federal states only, “When
scholarships, grants, and federal loans aren'tgmdidnion Federal Private Student Loans can
help put college or grad school within reaétSimpleTuition’s vague warning statement appears
in fine and lightly colored typeface, stating, “Wamind users that there are many additional
borrowing options available - use SimpleTuitiorpast of your larger quest for college

® hitps://www.discover.com/student-loans/index.h@ohsumer must click “Apply Now” and enter school
information in order to reach disclosure statement.

8 https://www.studentloan.com/landing/undergradudtelent loans.htm

" https://www.studentloan.com/privatestudentloansissistundergraduateloans.htm

8 http://www.unionfederalstudentloan.com/Ipe/indemtg=EURGGPL
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financing. Shop around and make the choice thassfor you and maximize use of federal aid
options whenever possiblé.”

In cases where warning statements are only accegsdatking on optional links, they are
automatically classified as “poor.” This is the eagith Find Student Loans’ website, which
offers useful information, but it is available omien consumers click on an optional link —
they can easily bypass the warning statement ane mio to the application stép.

At first glance, Private Loan Comparison (PLC)aggregator site that provides links to
private lenders, appears to offer good informat@moonsumers. The site’s landing page includes
the statement: “Federal loans offer low interagts and low (or no) credit score qualifications
for borrowers. Loans such as Perkins, Stafford,RI0dS loans for parents fall into this
category. These are the first types of loans yawlshapply for since they generally turn out to
be the ones that end up costing you the leasttheeterm of the loan™* On the same page, PLC
also states, “Investigate many different typestafient loans to find the ones that are best for
your needs. Just because someone tells you tmtalkeprivate student loan, make sure you
investigate Federal student loans first. They ugudfer the best rates-> However, though the
site includes the above statements, along withrggsmns of Stafford and PLUS loans, it does
not offer links to the websites where consumersazaess these types of financial aid. It is
possible that the page could mislead consumerg niagy believe that the PLC site will connect
them with better, federal loans. In fact, PLC cante€onsumers to private lenders and private,
for-profit colleges. (The latter connection is jpautarly strange: once students have already
identified themselves as current or future studahspecific colleges, they encounter ads for for-
profit colleges offering online degrees.) Furthesaarch on private lender disclosure statements
should evaluate whether sites like PLC that proud@ mation about federal loans yet do not
connect consumers to the sites where they canlichgaess such loans actually offer a false
sense of security to consumers. Because the infammarovided by PLC is at once more
extensive than other sitaad potentially more misleading, we have left in “uteggorized.”

Sallie Mae’s site did not provide any warning stag@t prior to the point at which the user
must enter private information, including a sos@turity number.

®http://landing.simpletuition.com/ht_rf/?WT.mc_id=DEB88&9gtype=search&9gkw=student%20loans&9gad=7018
190483.1&utm_source=sem&utm_campaign=google&utm inmdhead&gclid=CObltdPExq0CFQXd4AodLwk1
JA After clicking on the ad, consumers must enteir tamail address and school information in orderetach the
landing page and disclosure statement.
10 http://www.findstudentloans.com/index.htmI? AFFIL 3D7869&WT.mc_id=500108ore information is found
when consumers click on “How to choose studentdban
i; http://www.privateloancomparison.com/index.html

Ibid.
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Table 2.1: Financial Services Company Warning Stataents

Financial services company

Clicks until warning

Quaéty of warning
statement content

Citi 1 Mediocre
Discover 3 Mediocre
PNC lor2 Mediocre
Sallie Mae N/A No disclosure prior to | None
entering private info (social
security number)
Sun Trust 1 Mediocre
Union Federal 1 Poor
Wells Fargo 3 Mediocre

Table 2.2: Private Education Loan Aggregator Site Vdrning Statements

Aggregator Site Clicks until warning Quiality of warning
statement content

Find Student Loans 2 Poor

Private Loan Comparison 1 Uncategorized

SimpleTuition 2 Poor

Tuition Chart 1 Mediocre

Recommendations

(1) Online advertisements for private student loanduoting those by financial services

companies and aggregator sites, should includermingastatement in a font that is the same
size and shade as the other text in the body dddkrertisements. The warning should make

a statement similar to the followingtidents should exhaust all federal financial aid prior
to considering private loans. Federal loans are more affordable for students and have better
repayment terms than private loans.”

(2) The same warning as above (1) should be visibkhenrveb page consumers land on after
clicking on the advertisement. A link to a fedestaldent aid webpage should be provided.
The warning statement and link should appear onyeyage of an application for a private
student loan.

(3) Although not analyzed here, ads for student lodsw appear on social networking sites,
websites about financial aid for college, and elsaw on the Internet. All online ads should
include a warning statement similar to the one desd above.
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Conclusion

Public Citizen urges the Consumer Financial PtaiedBureau to address the role of
marketing and advertising in shaping students’slens regarding private education loans in its
report. Student consumers need protection fromeaiishg advertising for private loans, or
advertising that fails to provide sufficient infoation to allow them to make sound financial
decisions. The foregoing analysis suggests thaeafgrieducation lenders are not providing
adequate information to consumers. Government agigulto ensure such information is clearly
provided is an important aspect consumer finarpiatiection in this arena. Moreover, further
study of advertising and marketing practices byaig education lenders is needed.

Thank you for the opportunity to respond to tleguest for information. We look
forward to reading your report. If you have furtiggiestions, please feel free to contact us.

Sincerely,

Elizabeth Ben-Ishai
Campaign Coordinator and Senior Researcher
Public Citizen’s Commercial Alert



