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Half a million students have been impacted by college closures in the last five years. Such closures were once rare and usually
involved small colleges; but today, the sudden collapse of large profit-oriented chains can leave tens of thousands of students
stranded overnight, as demonstrated by the sudden closures of Education Corporation of America, Dream Center, and
Corinthian Colleges schools.! New data obtained from the U.S. Department of Education by Senator Patty Murray (D-WA) add
even greater detail to our picture of the struggles that students face when their colleges suddenly close down.? The figures also
demonstrate the critical importance of a form of loan relief that Education Secretary Betsy DeVos has threatened to eliminate:

the automatic closed school discharge.?

Restricting Access to the Relief Students Need and Deserve

The automatic closed school discharge is a bureaucracy-busting innovation finalized in 2016 by the Obama administration. The
rule provides relief by automatically canceling a student’s loans three years after a school closure if the student: was enrolled
within 120 days of the closure; had not completed their degree at the time of closure; and had not transferred to another school
during that three-year interval. A very similar loan cancellation policy had already existed, but it was not automatic: borrowers

needed to somehow know that the cancellation was available,* and then navigate a bureaucratic claims process® to get relief.

This form-based process was not working: 477 percent of borrowers affected by school closures were stuck in debt despite
qualifying for relief.% By using information already available to the Department of Education, the new automatic closed school
discharge eliminated unnecessary roadblocks. Borrowers can still use the form-based process to get an earlier cancellation, but
the automatic discharge created a safety net so that students, including those who struggle with homelessness” and food
insecurity® in the aftermath of a sudden closure, would receive a loan cancellation regardless of whether they filed the

paperwork.

QUICK FACTS ON THE AUTOMATIC CLOSED SCHOOL DISCHARGE

What it does: The Department of Education searches its database to cancel debts, refund loan payments, and erase credit history for
students hurt by school closures.

Who it serves: Students who were 1) enrolled within 120 days of a closure; 2) unable to complete their program at the school; and 3) did
not continue their program by transferring to another school.

When it is activated: Three years after a school closure. (Note: borrowers can still use the form-based process for loan cancellation before the
three-year mark.)

Why it was created: The form-based process was ineffective at reaching victims of school closures.

The department’s own estimates? reveal the continued need for automatic discharges among students who were directly
impacted by closures at for-profit and covert for-profit college'® chains such as ITT (closed 2016),! Education Corporation of

America (closed 2018),'2 and Dream Center Education Holdings (closed 2019).!2 The new data obtained by Senator Murray
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shows that only 3 percent of students in the eligibility window at Dream Center’s Art Institute and Argosy schools, which closed

this past March, have successfully obtained discharges through the form-based process.

FIGURE 1

Percent of Borrowers in the Closed-School Discharge Eligibility Window Who Have Received Relief

Institution or School

Group

ITT Educational

Services

Education Corporation

of America

Dream Center

Education Holdings

Vatterott Colleges

Charlotte School of Law

Through the Form-Based Process

Number of borrowers

that the department

estimates are eligible
for closed school

discharges

52,211

20,750

14,652

2,312

139

Borrowers who have
received form-based
closed school

discharges*

17,982

3,364

417

435

65

Percent of borrowers in

the eligibility window
who have received
form-based closed

school discharges

34%

16%

3%

19%

47%

Source: Department of Education supplemental response to the Office of Senator Patty Murray.

* Figures reflect discharges received as of May 16, 2019.

At least 15,608 automatic closed school discharges have been granted so far to students who have been eligible for form-based

relief for over three years,'* illustrating the widespread need for automatic relief.’> Across all the schools that reported on

automatic closed school discharge relief,'6 who were enrolled at the time of closure qualified for loan cancellation but would not

have gotten a penny without an automatic process (see TCF analysis). Even with extensive coordinated outreach to students,

over a quarter of the former students at Everest schools,'” which closed in April 2015, remained stuck in debt until automatic

discharges were processed. At some schools, over half the students impacted by a closure relied on the streamlined automatic

process to get relief.!®

Click here for The Century Foundation’s analysis of enrollment and automatic closed school discharge data from the

Department of Education’s report to the Office of Senator Pat Murray.
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DeVos Threatens to Eliminate Automatic Relief for Victims of School
Closures

Now, DeVos is gearing up to end automatic closed school discharges, stripping closed school relief back to the problematic
form-based process alone. If her proposal is implemented, students of Art Institute (closed 2019),' Virginia College (closed
2018),2° and Vaterott (closed 2018)?! will not receive automatic closed school discharges. In an upcoming test for the
department, tens of thousands of students of ITT Tech (closed September 2016) should receive automatic closed school
discharges this September, because, even if DeVos announces new rules immediately, her department is bound by law to carry
out automatic relief until July 1, 2020.22 However, the department’s recent report to Congress did not list any automatic closed
school discharges granted for schools like Wright Career College? or Globe University,2* which closed three years ago between
March and June 2016; this raises questions about the department’s progress in administering automatic closed school
discharges. The chart below (Figure 2) sorts the department’s list of major recent closures into (a) schools where students have
received automatic relief, (b) schools where students are grandfathered into the automatic relief process, and (c) schools where

students would not get automatic relief under the most likely timeline for DeVos’s policy changes.

FIGURE 2
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Status of Automatic Closed School Discharges at Recently Closed Schools

Name of closed

Status of automatic closed school School Group or Parent

discharges

Schools where students

school

of Closed School

Dream Center

Sector

Date of clos

would lose e||g|b|||ty for Argosy University Education Holdings, Private for-profit* March 8, 20:
automatic closed school LLC (DCEH)
discharges if DeVos'’s
proposal is finalized by Dream Center
Art Institute, The Education Holdings, Private for-profit* March 8, 20:
November 1, 2019 g P
(effective July 1, 2020) LLC (DCEH)
Vatterott Educational December 1
ex'Treme Institute Private for-profit
Centers, Inc. 2018
Vatterott Educational December 1
L’Ecole Culinaire Private for-profit
Centers, Inc. 2018
Vatterott Educational December 1
Vatterott College Private for-profit
Centers, Inc. 2018
Golf Academy of Education Corporation December 1-
Private for-profit
America of America (ECA) 2018
Brightwood
Education Corporation December 7,
College/Brightwood Private for-profit
of America (ECA) 2018
Career Institute
Education Corporation December 7,
Ecotech Institute Private for-profit
of America (ECA) 2018
Education Corporation December 7,
Virginia College Private for-profit
of America (ECA) 2018
Chef’s Academy, October 14,
Harrison College Private for-profit
The 2018

Harrison College
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Schools where students
should receive automatic
closed school discharges
in the near future, even if
the DeVos department’s
proposal is finalized by
Nov. 1, 20109.

Coleman University

Mount Ida College

Ridley-Lowell
Business and

Technical Institute

McNally Smith

College of Music

Charlotte School of

Law

Westech College

Bramson ORT

College

Vantage College

Sage College

Star Career

Academy

Culinary Academy

of Long Island

Heritage
College/Heritage

Institute

Missouri College

Career Point College
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Private nonprofit

Private nonprofit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private nonprofit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

2018

August 5, 2C

May 9, 2018

April 4, 201¢

December 1!

2017

August 11,

2017

March 30, 2(

February 20,

2017

January 19,
2017

December 3

2016

November 1.

2016

November 1.

2016

November 1,

2016

November 1

2016

October 16,
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Schools where students
are already entitled to
receive automatic closed
school discharges under
current policy (effective
July 1, 2017), but the
department has not
reported any discharges

MBTI Business
Training Institute

(MBTI)

Regency Beauty

Institute

Radians College

DuBois Business

College

ITT Technical

Institutes

Medtech
College/Medtech

Institute

Dowling College

Globe Education
Globe University Network (Myhre

family)

International Career
Development

College (ICDC)

Wright Career

College

Park West Barber

School

Mattia College Professional Training

Centers, Inc. (137
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Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private nonprofit

Private for-profit

Private for-profit

Private for-profit*

Private for-profit

Private for-profit

2016

September Z

2016

September Z

2016

September Z

2016

September z

2016

September 1
2016

August 10,

2016

August 4, 2C

June 24, 201

May 20, 201

April 15, 201

March 29, 2(

February 22,
2016
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Schools where students
are already entitled to
receive automatic closed
school discharges under
current policy (effective
July 1, 2017), and the
department has reported
discharges to its among
its first 15,608 automatic
discharges.

Marinello Schools of

Beauty

University of
Southernmost

Florida

Dade Medical

College

Everest
College/Everest
Institute/Everest

University

Heald College

WyoTech

Corinthian Colleges

discharges)

B&H Education (1,059

discharges)

Dade Medical College

(444 discharges)

Dade Medical College

(444 discharges)

Corinthian Colleges,
Inc. (8,806

discharges)**

Corinthian Colleges,
Inc. (8,806

discharges)**

Corinthian Colleges,
Inc. (8,806

discharges)**

Corinthian Colleges,
Inc. (8,806

discharges)**
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Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

Private for-profit

February 5,
2016

October 30,

2015

October 30,
2015

April 27, 201

April 27, 201

April 27, 201

April 27, 201

Source: Department of Education data for closure dates (first closure date used if multiple dates were listed); Department of Educatior

Office of Senator Pat Murray for automatic closed school discharges; and The Century Foundation for remainder.* The Century Foun

Dream Center brands, like Art Institute and Argosy, and Wright Career College as covert for-profit colleges.

** This sum includes discharges generated by Corinthian College schools operated under the Altierus, Bryman, Everest, Heald, anc

An Automatic Process Is Needed Now More than Ever

DeVos’s proposal to cut the automatic discharge?® is particularly heartbreaking in light of new data on abysmal transfer rates

and draconian collection practices suffered by students who were impacted by recent closures. Only 1 percent to 6 percent of

students?® impacted by recent closures of for-profit chains were able to successfully transfer to another institution, according to
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the Department of Education. By comparison, at least 92 percent of students who were enrolled at not-for-profit Mount Ida
College when it closed in April 2018 have since been successfully transferred to other institutions, according to Student

Clearinghouse data reported to state regulators.?”

FIGURE 3
Transfer Rates Following Recent School Closures
Students who have
Students enrolled at Percent of enrollments who
School Group successfully
time of closure have successfully transferred
transferred
Education Corporation of
America (e.g. Virginia 20,585 1,149 5.6%
College, Brightwood)
Dream Center Education
Holdings (e.g. Art 9,609 92 1.0%
Institute, Argosy)
Vatterot Colleges (e.g.
2,149 67 3.1%
L’Ecole Culinaire, Vaterott)
TOTAL 32,343 1,308 4.0%

Source: Department of Education June 2019 response to Office of Senator Pat Murray.

State regulators report that for-profit college students rarely have good transfer options and are more likely to be left high and
dry when for-profit colleges abruptly close. For each of the closures listed above, students were more likely to seek a closed
school discharge than to successfully transfer to other schools. Over 600 former ITT Tech students?® represented by the Project
on Predatory Student Lending have described the difficulty of finding other schools that will accept transfer credits. As one ITT
student explained, “I would have to start from the beginning. . . This is a nightmare, I have a family and I have sacrificed a lot to

go back to school and now I have nothing to show for it but a debt.”??

Moreover, students with debts from closed schools are defaulting in high numbers.?® Borrowers who default are subject to
harsh consequences, like wage garnishment and government seizure or “offset” of Earned Income Tax Credits (EITC)?! and
social security benefits. DeVos’s plan to eliminate automatic closed school discharges would ensure that students unnecessarily

suffer from forced collection even if they meet all the conditions for loan cancellation.

FIGURE 4
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Financial Consequences for Students at Recently Closed Schools

Number of borrowers Number of borrowers
Number of borrowers
School Group referred to a private subject to wage
subject to treasury offset
collection agency garnishment

Education Corporation of
America (e.g. Virginia 81,647 91,667 22,507
College, Brightwood)
ITT Educational Services, Inc.

58,770 47,139 13,061
(e.g. ITT, Daniel Webster)
Corinthian Colleges, Inc. (e.g.
Alterius, Bryman, Everest, 36,138 35,983 7,803
Heald, WyoTech)
Infilaw (e.g. Charlotte School

85 28 12

of Law)
TOTAL 176,640 174,817 43,38

Source: Department of Education supplemental response to Office of Senator Pat Murray.

Note: The department did not provide enroliment time frames for the borrowers reflected in this data.

Given the vast and urgent need for relief, eliminating the streamlined automatic closed school discharge rule is simply
unconscionable. However, this choice is particularly unjustifiable as the department faces allegations that it is not notifying

students?? about the form-based loan cancellation process, maintains a 158,000-claim backlog?®? in its review of the related

borrower defense* loan cancellation process, and continues to collect on loans and garnish wages even after the department

knows that a borrower qualifies for loan cancellation.3?

A Better Path

To make this situation right, there are three policies in particular that the Department of Education should pursue instead.

First, the automatic closed school discharge should not only be maintained, it should be improved. In 2016, the department

noted that with the collection of program-level data through the gainful employment regulations, the department may soon be

able to expand automatic relief in cases where students re-enrolled in a new school, but still had to start over with a new

program of study. This expansion would “help to ensure that as many eligible borrowers as possible receive the discharges for

which they qualify.36
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Second, better oversight is needed of the for-profit and covert for-profit schools that are most likely to close. The data on
automatic closed school discharges indicate to policymakers the closures which are most harmful to students: for-profit school
closures that are abrupt, hastily planned, and leave students without good options for continuing their education.?” It’s no
surprise that of the first 15,000 automatic closed school discharges, 96 percent have gone to alleviate harm caused by for-profit
and covert for-profit schools.?® Lawmakers interested in reducing the harm and costs associated with sudden closures should

concentrate their efforts on improving oversight of this sector.

Third, the department should use its existing power to recoup and claw back taxpayer dollars from the owners of schools that
suddenly close.?? These owners trigger millions in taxpayer liability, but are currently able to file for corporate bankruptcy and
make off like bandits while taking no personal responsibility for the harm they cause. Imagine how the incentives would change
if the department used its discretionary power to recoup the value of closed school discharges from the individuals responsible

for the most catastrophic closures.

As the agency that holds the pursestrings to federal student aid, the Department of Education is a critical gatekeeper in higher
education. When schools fail, and particularly when they fail catastrophically, poor gatekeeping is part of the problem. But
rather than holding schools to high standards and making it as easy as possible for students to get relief when schools fail, the
department under Betsy DeVos is making it harder for students to get relief, weakening accreditation and oversight*® of the for-
profit schools that are most likely to harm students, and funneling funds into the pockets of individuals who run schools into

the ground.*!
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