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Private student loans are one of the riskiest ways to pay for college, yet a large number of 
students have private loans as well as, or instead of, safer federal student loans.   

• Private student loans are expensive, mostly variable-rate loans that cost more for those 
who can least afford them.  They lack the fixed rates, consumer protections and flexible 
repayment options of federal student loans.1  Private student loans typically:    

o have uncapped, variable interest rates reaching as high as 18% in recent years; 
o do not offer deferment for those who lose their jobs, or even discharge in cases of 

death or permanent disability; 
o can raise the interest rate if the borrower is late paying off any debt they owe; and 
o unlike credit card debt, private loans are not dischargeable in bankruptcy.   

• Nearly two-thirds (64%) of undergraduate private loan borrowers in 2007-2008 borrowed 
less than they could have in safer federal loans, including one-quarter (26%) of private 
loan borrowers who took out no federal loans at all. 

• At for-profit colleges, which are attended disproportionately by African-American and 
Latino students, 42% of undergraduate students took out private loans in 2007-08.  
African-American undergraduates are now the most likely to take out private loans of any 
racial or ethnic group. 

 
Under the current Senate financial reform bill, private student loans may remain the “wild 
west” of student lending.  The Senate-proposed CFPB may not have the authority to oversee the 
largest provider of private student loans—Sallie Mae—or for-profit schools that are making 
loans knowing that more than half their students will default.  

• No oversight over the largest private student lender.  The CFPB may not have 
supervision or enforcement authority over Sallie Mae, the largest private student lender 
which made nearly $5 billion in private loans in 2008-2009, because the Sallie Mae Bank 
through which it finances private loans has total assets under $10 billion.2  Under the 
House-passed bill, the CFPA would have back-up authority to act if the primary 
regulatory agency failed to do so.  The Senate CFPB would not have this authority.   

• No clear authority over predatory loans by schools and other nonbanks. The CFPB 
would not have full authority over nonbank entities unless they were determined to be 
“large,” and therefore would not have clear have authority over schools making private 
loans to their own students, including Corinthian Colleges, ITT Educational Services, and 
Career Education Corporation.  Corinthian Colleges has told investors that it expects 56 
to 58 percent of these borrowers to default.3  The company still profits because the loans 
increase enrollment and with it a profitable flow of federal grant and loan dollars that 
outweighs the planned write-offs.  For-profit schools can get up to 90% of their revenues 
from federal grants and loans.   

 
The House-passed CFPA has full authority over all private student loans since these loans 
can pose the same serious risks whether issued by a financial institution or by a school.   
The House bill also requires lenders to confirm with the school that the borrower is in fact a 
student, is eligible to borrow the requested amount, and has been notified of any untapped 
federal loan eligibility. This gives schools a critical opportunity to counsel students before they 
take out a private loan.  Sallie Mae, the largest private lender, reports that school certification of 
private loans reduces the amount borrowed nearly 30% of the time.4  Research has also found 
that school certified loans have significantly lower default rates than uncertified loans.5   
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