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How to Use This Book

Purpose

The ptimary purpose of The Blue Book is to provide guidance to school
business office personnel who handle fiscal recordkeeping, accounting, and
reporting functions for federal Title IV financial aid programs, which are
authorized by the Higher Education Act of 1965, as amended (HEA). It
also provides general information about Title IV programs, policies, and
procedures that are useful to other institutional personnel who administer
and manage Title IV programs. Some procedures discussed in The Blue Book
are recommended to help institutions meet the fiscal responsibilities they
undertake on signing a Title IV Program Participation Agreement (PPA).
Other procedures described in The Blue Book ate required by federal laws
and regulations.

' As postsecondary institutions and the U.S. Department of Education (ED)
have moved into the electronic information age, this edition of The Blue
Book emphasizes the benefits and challenges of electronic management of
Title IV programs. The goals of any electronic-management system ate to
maintain accurate, well-organized records; submit required reports in an
accurate and timely manner; comply with federal laws and regulations; and
provide quality service to students. Further, ED now requires schools to
use automated methods to meet certain Title IV requirements, such as
retrieving Institutional Student Information Records (ISIRs) through the
Internet, requesting and drawing down Title IV funds using ED’s Grant
Administration and Payment System (GAPS), reporting Federal Pell Grant
disbursements through the Recipient Financial Management System
(RFMS), submitting the Fiscal Operations Report and Application to
Participate (FISAP) electronically, and reporting any overpayments online
to the National Student Loan Data System (NSLDS). As a result,
cooperation and communication across 2 school’s administrative offices,
such as the business office and financial aid office, are more important than
ever. The Blue Book is designed to help schools achieve these goals and to
use ED’s automated systems successfully.

f
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Introduction

What This Book Contains ‘

The appendices are designed to supplement the
information presented in the main chapters of
The Blue Book.

Appendix A provides a comprehensive glossary
of terms related to Title IV accounting, recordkeeping,
and reporting requirements.

Appendix B provides a list of commonly used acronyms.

Appendix C lists other publications that supplement and
support the information provided in The Blue Book.

Appendix D tells you whom to contact for technical
_l assistance.

The Index helps you quickly locate information in
’ The Blue Book.
Chapters 4 - 6 are for anybody involved in student

financial aid administration who needs in-depth
information about Title IV programs.

: 4. Requesting, Managing, and Returning Title IV
| A Funds provides a comprehensive discussion on ‘

|
projecting cash needs, drawing down funds, disbursing
l funds to students, and returning funds.

R T 5. Accounting Procedures for Title IV Programs

! el e e : describes the fund accounting approach used to
R e manage Title IV program funds.

6. Title IV Funds Reporting, NSLDS, Audit and

o L Program Reviews, and Guaranty Agency

9 : : Procedures addresses reporting for Title IV programs

and the Fiscal Operations Report and Application to

Participate (FISAP).

Chapters 1 - 3 are aimed at anybody who needs some
background and introductory information on
Title IV programs.

1. The Student Financial Aid Programs provides an
overview, addresses the fiscal calendar, and defines
terms, such as “academic year” and “award year.”

2. General Institutional Responsibilities presents
institutional Title IV operational and program
requirements.

3. Obtaining Authorization for Title IV Campus-Based

Funding addresses fiscal procedures unique to
managing Title IV campus-based programs.

"3 D_2 The Blue Book 1 2 June 1999




Reference:

* For information on these
and other pertinent
printed materials, see
Appendix C of this book

*The two core pieces are
on IFAP and paper
copies will become
avallable after this
editlon of The Blue Book
is printed. Also, between
June and September of
1999 the four references
will come out. Later,
paper copies of these
references will become
available.

How to Use This Book

Using The Blue Book at Your School

The Blue Book can perform several different functions for a school. For
example, it can serve as a:

* training guide for new employees (especially in conjunction with
ED’s Fiscal Officer Training Workshop and it’s Participant’s
Guide),

* reference manual for any employee, and
s basis for a school’s fiscal policies and procedures manual.

Regardless of how a school uses this book, remember that it is only a guide
and does not replace federal laws, regulations, or generally accepted
accounting principles (GAAP). School personnel are still responsible for
familiarizing themselves with all relevant primary source documents.

Other Resources

A companion publication is the U.S. Department of Education’s (ED’s)
Student Financial Aid Handbook (Handbook), which is a primary resource for
financial aid administrators. The Handbook is mentioned frequently
throughout The Blue Book. The Handbook consists of two core pieces and
four references, which are published individually and successively by ED
each year and distributed to school financial aid offices.* Fiscal office
personnel should know where to locate their school’s copy of the
Handbook, and they might want to copy pertinent sections for their own
use.

Another ED publication that is vital to the work of a fiscal officer is the
U.S. Department of Education Payee Guide for the Grant Administration and
Payment System (GAPS) [GAPS Payee Guide]. 1t provides information on
systems operations and procedures for federal funds paid to schools through
GAPS. The Payee Guide helps schools fulfill their responsibilities in
expediting payments, completing forms and reports, and controlling federal
cash received through GAPS.

Effective Date

This edition of The Blue Book is written on the basis of laws, regulations,
policies, and procedures in effect for the 1999-2000 award year. Schools
should be aware, however, these are subject to change. It is a school’s
responsibility to keep abreast of such changes so that it remains in
compliance with current rules.

/
Q
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Introduction

Comments and Suggestions on The Blue Book ‘

Your comments and suggestions regarding any aspect of The Blue Book are
welcome. We are particularly interested in learning:

* the purposes for which Tke Blue Book is being used (for example,
reference, self-study, training new staff);

* the appropriateness of the content and the usefulness of the
appendices; and

*  whether you feel that this publication is among those that OSFA
should update on a regular basis.

You may send your comments to The Blue Book, Training Branch, OSFA/
ED, Room 3030, ROB-3, 400 Maryland Avenue, S.W., Washington, D.C.
20202-4731.

%) lro-4 The Blue Book June 1999
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The Student Financial Aid
Programs

Summary

This chapter provides an overview of federally funded student financial aid
programs. The chapter begins with a discussion of Title IV of the Higher
Education Act, the legislation that created these federal programs. The
chapter also discusses an institutional fiscal year and explains the terms
“academic year” and “award year.”

E(} Key Terms

academic year Federal Register
administrative cost allowance (ACA) Free Application for Federal Student
award year Ald (FAFSA)
. campus-based programs gift aid _
Code of Federal Regulations (CFR) Higher Education Act (HEA)
cost of attendance (COA) I(?Sstg;nional Student Information Record
I
delivery system I
. I reauthorization
Expected Family Contribution (EFC) self-help aid

federal master calendar Student Aid Report (SAR)
Title IV programs

Federal Pell Grant Program

1.1 Title IV of the Higher Education Act
of 1965 and Federal Regulations

Title IV of the Higher Education Act of 1965, as amended (HEA),
authorizes the Federal Pell Grant, William D. Ford Federal Direct Loan,
Federal Family Education Loan (FFEL), Federal Supplemental
Educational Opportunity Grant (FSEOG), Federal Work-Study (FWS),
and Federal Perkins Loan Programs. These programs are collectively
known as Title IV programs. They are administered by the
U.S. Department of Education (ED) and provide at least $40 billion
annually in financial assistance to eligible students enrolled in eligible
‘ postsecondary programs of study. Title IV programs are governed by the
HEA and by policies and regulations published by ED.

\‘l
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Chapter 1

Reauthorizing and Amending the HEA .

Approximately every six yeats, Congress reviews all the Title IV programs
authotized by the HEA to ensure that they are serving the purposes for
which they are intended. After reviewing the programs, Congress decides
whether to reauthotize them (that is, allow the programs to continue) and, if
s0, what changes should be enacted to serve students and the taxpayers
propetly and efficiently.

Congress also can make changes (or amend) the HEA between these
periodic reauthorizations. This happens when Congress modifies particular
HEA provisions rather than the entire law.

Title 34 of the Code of Federal Regulations

Q Reference: ED impléments the HEA through regulations. Title IV regulations
* http://itap.ed.gov supplement the HEA; however, regulations cannot supersede any patt of
the law. Regulations affecting Title IV programs are contained in Title 34
of the Code of Federal Regulations (CFR). The sections of Title 34 that most
L frequently affect how schools administer federal financial aid programs are
) ,C‘:;’rzglcl?at;ozi;f Student in Parts 600 and higher. When ED issues regulations, they are published in
Regulations the Federal Register. ED posts the regulations on its Information for
Financial Aid Professionals (IFAP) Web site. ED also publishes an annual
compilation of cutrent regulations called Compilation of Student Financial Aid ‘
Regulations. .

o

» Reference:

1.2 Family Contribution, Financial Aid
Application, and Delivery System

Expected Family Contribution (EFC)

The basic premise undetlying Title IV programs is that a student and the
student’s family have ptimary responsibility for paying for the student’s
postsecondary education. Because the programs ate intended to help
students with financial need, eligibility for assistance from most of the
programs is need based. Congress developed an Expected Family
Conttibution (EFC) formula to determine the financial strength of a
student’s family and the student’s need for Title IV assistance.

Free Application for Federal Student Aid (FAFSA)

To apply for Title IV financial aid funds, students must submit a Free

Application for Federal Student Aid (FAFSA). Most continuing

postsecondary students may file a streamlined Renewal FAFSA. The '
FAFSA and Renewal FAFSA collect financial and other information from

m
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to calculate the student’s EFC. The EFC represents the amount of money
a student’s family is expected to contribute toward the cost of the student’s
postsecondary education. The resulting EFC is reported on the Student Aid
Report (SAR). Schools receive an electronic version of the same
information, called the Institutional Student Information Record (ISIR).
The EEC is used with the cost of attendance (COA) in determining an
eligible student’s need and the amount of aid that the student receives from
each of the Title IV aid programs.

the student and the student’s spouse (and parents of a dependent student
‘ i

All students (undergraduate and graduate) can complete the paper, software
application, or electronic versions of the FAFSA. FAFSA Express is the
software application for PCs and may be obtained in diskette format ot
downloaded from the Internet. FAFSA on the Web is a dedicated Web site
where students can apply on the Internet. Schools can also transmit
students’ FAFSAs through ED’s Electronic Data Exchange (EDE).
Students may use the condensed Renewal FAFSA to file after the first time.
Each format has renewal options, except FAFSA Express.

Delivery System

The “delivery system” refets to the process by which students apply for
financial aid, are awarded federal funds, and use those funds to pay the
costs of attendance they incur when they enroll in an eligible program of

study.

Title IV programs may be categorized as either “gift aid” or “self-help aid.”
Gift aid consists of grants and scholarships that ate given to students; it
does not have to be repaid. Self-help aid takes the form of loans (which
must be repaid) and employment (which pays students wages for houts
worked at jobs provided on campus or off campus).

The sections that follow provide a brief overview of ED’s federal financial
aid programs. For more complete information, please refer to the Student

Financial Aid Handbook.

1.3 Federal Pell Grant Program

Reference: Federal Pell Grants are gift aid and available to eligible undergraduate
« Student Financial Aid students who have not yet received a bachelot’s degree ot professional

Handbook: Federal Pell | degree, are enrolled in a degree or certificate program, and meet other
Grant Program
Reference

* 34 CFR Part 690

program eligibility requirements, including financial need.
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ED, on a case-by-case basis, may provide a Federal Pell Grant to students ‘

A enrolled in a teacher certification program. These students must be
enrolled:
* at least half time,
ﬁ Reference:

* at a school that does not offer a baccalaureate degree in education,
* HEA, PartA

* in a postbaccalaureate program not leading to a graduate degree,
and

* in teacher certificate courses required by a state to teach in that
state.

Various components determine the amount of a student’s award, including
*The Higher Education EFC; COA (tuition, fees, room and board, and so forth*); enrollment

e aments of 1oo8 tatus; and the length of th f study. Funds that an eligibl
include a provision for a status; and the length of the program of study. Funds at an eligible
reasonable allowance for | student receives from this program do not have to be repaid. Each
the documented ST PSR : ‘- :

purchase or rental of a participating institution may claim an administrative cost allowance (ACA)
personal computer. for administering the Federal Pell Grant Program.

1.4 The Campus-Based Programs

Reference: The Federal Perkins Loan, Federal Work-Study (FWS), and Federal '
« Student Financial Aid Supplemental Educational Opportunity Grant (FSEOG) Programs are
Handbook: Campus- referred to as campus-based programs because ED allocates these funds to

Based Programs
Reference

¢ 34 CFR Part 673

participating institutions on the basis of their FISAPs. The schools then
manage the programs and award funds to students on behalf of ED.
Students must complete a FAFSA or Renewal FAFSA each year to apply
for these funds. Schools award the funds to eligible students according to
federal laws and regulations. Each participating institution may claim an
ACA for administering each campus-based program.

Federal Perkins Loan Program

m Reference: Federal Perkins Loans ate low-interest (5 percent) student loans that
* HEA, PartE participating schools make to eligible undergraduate and graduate students.
¢ 34 CFR Part 674 No interest accrues on a loan while a student is enrolled at least half time

in an eligible program. A school must give priority to students who
demonstrate exceptional financial need as defined by the school.

Federal Work-Study (FWS) Program

ﬁ Reference: The Federal Work-Study (FWS) Program provides on-campus jobs and

« HEA, PartC off-campus jobs for undergraduate and graduate students. ‘
* 34 CFR Part 675

M
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Student Financial Aid Programs

Beginning with the 2000-01 award year, which begins July 1, 2000, 2 school
must use at least 7 percent of its total FWS allocation for an award year to
pay students employed in community-service activities, unless ED approves
a waiver. Further, at least one community-service project must be in
reading tutoring or family literacy and employ FWS$ students. Students
must be paid at least the current federal minimum wage, and the institution
ot off-campus employer pays a portion of their wages.

America Reads Challenge

Schools are encouraged to place FWS students as reading tutors of
preschool-age children and children in elementary school as part of their
efforts to support the America Reads Challenge. For schools that
participate, ED authorizes a 100 percent federal share of such students’
FWS wages. Students must perform the work for the school itself; a
federal, state, ot local public agency; ot a private nonprofit organization.

Federal Supplemental Educational Opportunity Grant (FSEOG)

Program
Reference: Federal Supplemental Educational Opportunity Grants (FSEOGs) are gift
« Student Financial Aid aid and do not have to be repaid. These funds are for undergraduate
‘ Handbook: Campus- students with financial need who have not yet received a bachelor’s degree
Based Programs ot a first professional degree. When selecting FSEOG recipients, a school
Reference . . - .
must make awards first to applicants with exceptional financial need and

e HEA, PartA

give priotity to applicants who receive Federal Pell Grants.
+ 34 CFR Part 676

1.5 Major Loan Programs

The largest amounts of Title IV funds come from the William D. Ford
Federal Direct Loan Program and the Federal Family Education Loan
(FFEL) Program.

William D. Ford Federal Direct Loan Program

Reference: The William D. Ford Federal Direct Loan (Direct Loan) Program consists

« Student Financial Aid of the Federal Direct Stafford/Ford Loan (Direct Subsidized Loan) and
Handbook: Direct Loan | Federal Direct Unsubsidized Stafford/Ford Loan (Direct Unsubsidized
and FFEL Programs . . )
Reference Loan), Federal Direct PLUS Loans (Direct PLUS Loan), and Federal Direct

« HEA PartD Consolidation Loans (Direct Consolidation Loan). Direct Subsidized,

.34 C,FR Part 685 Direct Unsubsidized, and Direct Cons-olid_ation Loans are f(?r students,

while Direct PLUS and Direct Consolidation Loans are available for
parents. The federal government makes Direct Loans to eligible
' undergraduate and graduate students and their parents through financial aid
offices at participating schools. Generally, subsidized Direct Subsidized
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at least half time in an eligible program of study, and Direct PLUS Loans are
made to eligible parents of dependent undergraduate students enrolled at
least half time in an eligible program of study. These loans can also be
made to students to cover coursework necessaty as a prerequisite to enroll
in an eligible program or for teacher certification programs.

Loans and Direct Unsubsidized Loans are made to eligible students enrolled ‘

Interest Subsidy

Borrowers are not charged interest on Direct Subsidized Loans during
certain periods, such as when they are enrolled at least half time and
during grace periods and deferment periods.

Because the federal government subsidizes the interest on students’ Direct
Subsidized Loans, students must show financial need to qualify for these
loans. The student’s COA, EFC, and the amount of other aid the student is
receiving determine the loan amount.

Eligibility for ansubsidized loans (Direct Unsubsidized Loans and Direct

PLUS Loans) is not determined on the basis of financial need. All or a

portion of a Direct Unsubsidized Loan or Direct PLUS Loan can replace a

student’s EFC. Borrowers are charged interest on Direct Unsubsidized

Loans and Direct PLUS Loans throughout the lives of the loans. ‘

ED’s Direct Loan Servicing Center (DLSC) services all Direct Loans and
collects payments from borrowers.

Direct Consolidation Loan

A Direct Consolidation Loan is designed to help student and parent
borrowers simplify loan repayment by consolidating their federal student
loans so that they make only one payment each month. Students can
consolidate subsidized and/or unsubsidized Direct Loans and parents can
consolidate PLUS Loans. The Direct Loan Consolidation program offers a
number of repayment options.

Federal Family Education Loan (FFEL ) Program

o
Reference: The Federal Family Education Loan (FFEL) Program consists of subsidized
* Student Financial Aid and unsubsidized Federal Stafford Loans (for students), Federal PLUS
Handbook: Direct Loan | [.oans (for parents), and FFEL Consolidation Loans (for both students and
and FFEL Programs L e ) )
parents). Participating lending institutions, such as banks, credit unions,

Reference ) . i
« HEA. Part B and the like make these loans, which are guaranteed by state or national
« 34 CFR Part 682 guaranty agencies and underwritten by the federal government. FFEL

enrolled at least half time in an eligible program or, in the case of Federal

Program loans are made to eligible undergraduate and graduate students ‘
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PLUS Loans, to the eligible parents of dependent undergraduate students
enrolled at least half time in an eligible program. '

Interest Subsidy

The federal government pays the intetest on subsidized Federal Stafford
Loans during certain periods, such as when a borrower is enrolled in school,
during a deferment, and during a borrowet’s grace petiod preceding
repayment. A borrower makes payments to his ot her lender (or to a
servicing agent employed by the lender), unless the lender sells the
borrower’s loan to a secondary market. Then, the secondary market
becomes the holder of the loan and the borrower makes his ot her payments
to the new loan holder.

Because the federal government pays the interest on subsidiged Federal
Stafford Loans, students must show financial need to qualify for these
loans. The student’s COA, EEC, and the amount of other aid the student is

receiving determine the loan amount.

Eligibility for #nsubsidized loans (unsubsidized Federal Stafford Loans and
Federal PLUS Loans) is not determined on the basis of need, and all or a
portion of these loans can replace a student’s EFC. A botrower is
responsible for paying all interest on an unsubsidized Federal Stafford Loan
‘ or a Federal PLUS Loan.

FFEL Consolidation Loan

A FFEL Consolidation Loan is designed to help student and parent
borrowers consolidate several types of federal student loans with various
repayment schedules into one loan. Borrowers make only one payment a
month, and the interest rate may be lower than for other federal student
loans. There are two types of FFEL Consolidation Loans: subsidized and
unsubsidized.

1.6 Other Title IV Programs

Leveraging Educational Assistance Partnership (LEAP) .
- Program (formerly State Student Incentive Grant [ SSIG]

g Reference: Program)

* Student Financial Aid The Leveraging Educational Assistance Partnership (LEAP) Program
Handbook: State Grant

Programs Reference
« HEA Part A, Section 415 postsecondary schools and who have financial need. Each state receives an

assists states in providing grants to eligible students who attend

EandF annual allocation of federal LEAP funds that must be matched with a
* 34 CFR Part 692 certain amount of state funds. The name of the program, amount of funds

 DCL GEN 98-28 available, application procedures, and other aspects of the LEAP Program
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may vary from state to state. For specific information about the LEAP
Program in your state, contact your state education agency.

Special Leveraging Educational Assistance Partnership (SLEAP)

rogram

When Congress appropriates amounts in excess of $30 million for the
LEAP Program, those excess funds must be applied to the Special
Leveraging Educational Assistance Partnership (SLEAP) Program.
Although presently unfunded, the SLEAP Program authorizes states to use
the funds for any or all of the following eight activities:

* increasing the dollar amount of grants under the LEAP Program,

* carrying out transition programs from secondary school to
postsecondary education for needy students,

*  carrying out a financial program for needy students who wish to
enter careers in information technology or other fields determined
by the state to be needed in its workforce,

* making funds available for community service work-study activities
for needy students,

*  creating a scholarship program for needy students who wish to be ‘

teachers,

*  creating a scholarship program for needy students who wish to
enter a degree program in mathematics, computer science, ot
engineering,

* carrying out early intervention, mentoring, and career education
programs, and

* awarding merit or academic scholarships to needy students.

The maximum federal share under the SLEAP Program is 33 1/3 petcent.
Funds will be allocated to states in the same manner as LEAP, and these
funds will pay the federal share of costs for any or all of those authorized
program activities. States will be required to assure ED that they are
matching expenditures of nonfederal funds according to program
requirements.
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Robert C. Byrd Honors Scholarship Program
@ Reference:

« Student Financial Aid This program provides federal grants to states so that scholarships may be
Handbook: State Grant made to exceptionally able students for postsecondary study. The purpose

Programs Reference of the program is to promote academic excellence and achievement. Each
* HEA, P:ft A, Section state establishes its own application procedures for Byrd Scholarships. For
419 A-

specific information about how the Byrd Scholarship Program is

* 34 CFR Part 654 administered in your state, contact your state education agency.

Gaining Early Awareness and Readiness for Undergraduates
Program (GEAR-UP)

Gaining Early Awareness and Readiness for Undergraduates Program
(GEAR-UP) replaced the National Early Intervention Partnership and
Scholarship Program (NEISP)*. Certain GEAR-UP provisions allow states

to receive grants that:
» Reference:

i ¢ provide or maintain a guaranteed amount of financial assistance
« HEA, Part A, Section 404 provid gu d amou

AH necessary to permit eligible low-income students who obtain high
* See Appendix A of this school diplomas or the equivalent to attend institutions of higher
book for further details education;
on GEAR-UP.
*Please note that the * provide financial incentives in cooperation with local educational
former NEISP provisions agencies, institutions of higher education, community organizations,
make up only a small part k
of the GEAR-UP and businesses; and
provisions.

» provide a variety of early-intervention services.

Academic Achievement Incentive Scholarship Program

The purpose of Academic Achievement Incentive Scholarships is to help
financially needy students who have demonstrated their academic abilities.
Reference: The scholarships are for students who are eligible for Federal Pell Grants

) and graduate after May 1, 2000 in the top 10 percent of their high school
graduating class. The scholarship equals up to the amount of the Federal
Pell Grant for which the student is eligible, which can result in doubling the
student’s grant amount. However, this program is currently unfunded by
Congtess.

¢ HEA, Part A, Sections
406A-407E

1.7 Other Federal Student Aid Programs

In addition to the Title IV programs described previously, there are other
federal financial assistance programs for students.

)
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AmeriCorps ‘
g Reference:

AmeriCorps, a program of national and community service, provides
full-time education awards of up to $4,725 a year. Individuals may work
before, during, or after their postsecondary education and can use the funds
either to pay current or future education expenses or to repay federal
student loans. Participants must be high school graduates, have GEDs, or
be working toward their GEDs. For more information students may call
1-800-942-2677 or write to:

hd www.americorps.org

The Corporation for National Service
1201 New York Avenue, NW
Washington, DC 20525

e The Hope Scholarship

Reference: The Hope Scholarship is really a federal tax credit authorized by Congress

* 26 CFR, Part1,1.25A-3, | in the Taxpayer Relief Act of 1997. For students in the first two years of
(Depariment of the postsecondary school, taxpayers are eligible for a tax credit equal to

";r:vaesnuz: S"::/:g:l 100 percent of the first $1,000 of tuition and fees and 50 percent of the

Education Tax Credits) second $1,000 (the amounts are indexed for inflation after 2001). The
:‘f ';J'qa:ﬂuary 6, 1997, credit became available on a per-student basis for net tuition and fees (less
« DCL ANN-98-16 grant aid) paid for college enrollment after December 31, 1997. The credit ‘
is phased out for joint filers who have between $80,000 and $100,000 of

ﬂ income and for single filers who have between $40,000 and $50,000
Reference: (indexed after 2001). The credit can be claimed in two taxable years (but
* www.ed.gov/inits/hope not beyond the year when the student completes the first two years of

college) for any individual enrolled on at least a half-time basis for any
portion of the year.

Schools must report certain information to students and the Internal
Revenue Service (IRS), such as students’ tuition and fees. Specific
institutional reporting requirements are published by IRS.

Lifetime Learning Credit

[

Reference: The Lifetime Learning Credit is also a federal tax credit authorized in the

* 26CFR, Part1,1.25A-4, | Taxpayer Relief Act of 1997. It is for students beyond the first two years of
(Department of the college or taking classes part-time to improve or upgrade their job skills.
Treasury: Internal e . . ..
Revenue Service- Families receive a 20 percent tax credit for the first $5,000 of tuition and
Education Tax Credits) fees through 2002, and for the first $10,000 thereafter. The credit is

:‘f';llqa&uary 6,1997, available for net tuition and fees (less grant aid) paid for postsecondary

« DCL ANN-98-16 enrollment after June 30, 1998. The credit is available on a per-taxpayer

(family) basis, and it is phased out at the same income levels as the Hope

ﬂ Scholarship. ’
Reference:

* www.ed.gov/inits/hope
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students and the IRS, such as students’ tuition and fees. Specific

‘ Like the Hope Scholarship, schools must report certain information to
institutional reporting requirements are published by the IRS.

Programs Funded by the U.S. Department of Health and Human

Services (HHS)
g Reference: The U.S. Department of Health and Human Services (HHS) offers a variety
« www.hrsa.dhhs.gov/ of financial aid programs for students who are interested in becoming health
bhpr/dsa professionals, such as physicians, nurses, and dentists. Some of the

programs require students to make a commitment to work as a health-care
provider in an area of need, such as in a geographically underserved atea.

1.8 The Fiscal Activity Calendar

Fiscal activities managed by postsecondary institutions occur at various
points duting the academic yeat, the award year, and the fiscal year.

The Academic Year

Reference: The HEA establishes the definition of an academic year. ED regulations

e Student Financial Aid guide schools in complying with the definition.
‘ Handbook: Institutional
Eligibility and Every eligible program, including graduate programs, must have a defined
Participation
e HEA, Section 481

« 34 CFR 668.2(b)(1)(i)(ii)

academic year that contains a minimum of 30 weeks of instructional time.
In addition, for undergraduate programs, an academic year must contain at
least 30 weeks of instructional time duting which a full-time undergraduate
student must be expected to complete at least 24 semester or trimester
hours, 36 quarter hours, or 900 clock hours, as appropriate. A school may
determine the amount of wortk a full-time graduate or professional student
is expected to complete over an academic year.

Reduction of Academic Year

Reference: ED may grant waivers of the 30-week requirement for schools that provide

e Student Financial Aid two-year or four-year programs of study for which they award associate or
Handbook: Institutional baccalaureate degrees. ED may grant a reduction in the length of an
Eligipi(ity gnd academic year to no less than 26 weeks of instructional time.
Participation

¢ HEA, Section 481 .

If an reduction is approved, a school is permitted to have an

* 34 CFR 668.3(a)(1) academic year of less than 30 weeks of instructional time (not less
than 26 weeks) without reducing the amount of Title IV funds that
a student enrolled in an eligible program is eligible to receive for an

‘ entire academic year.
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g A reduction is available to schools that want to begin or continue to operate
- . . . . . .
Reference: with a reduced academic year on a long-term basis. This reduction must be
* Student Financial Aid renewed each time a school is required to apply for recertification.

Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.3(c)(1)(i-iv) such factors as:

When evaluating a school’s application for a reduction, ED will consider

* The school’s compliance with awatding and disbursement
procedures based on the academic year requirements of the HEA,

* The approval of the academic year by the school’s accrediting
agency or state agency,

* The hours of attendance and other coursework that a full-time
student is required to complete in the academic yeat, and

* Any unique circumstances that justify granting the request.

ED has granted this waiver to very few schools. Schools can request the
waiver by two methods. One method is submitting their request to either
of the following addresses:

By U.S. Postal Service:  U.S. Department of Education
Institutional Participation and Oversight Service
P.O. Box 44805 '
L’Enfant Plaza Station
Washington, DC 20026-4805

By commercial overnight mail or courier delivery:

U.S. Department of Education

Institutional Participation and Oversight Service
7th and D Streets, S.W.

GSA Building, Room 3514

Washington, DC 20407

The other method is submitting their request electronically at
g Reference: www.eligcert.ed.gov. The school must complete questions 1 and 69 and the
* www.eligcert.ed.gov signature page at this Web site. With either method, the school must
e submit documentation supporting its request for the waiver. If a school has
Reference: questions regarding the waiver, the school should contact the Case

« See Appendix D for Management Team that serves its state.

further details on Case ] ) )
Management Teams. A school may have different academic years for different programs, but

must use the same academic year definition for:

* calculating all Title IV awards for students entolled in a particular ’
program and
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¢ Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

Reference:

« 34 CFR 668.8(3)(i)

Reference:

« 34 CFR 668.8(3)(ii)

' Reference:

e Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

e HEA, Section 481

Student Financial Aid Programs

* all other Title IV program purposes, such as certification of loan
deferments.

To determine the number of weeks of instructional time, a school must
count the period that begins on the first day of classes and ends on the last
day of classes or examinations.

Clock-Hour and Term-Based Programs

For educational programs using semesters, trimesters, or quarters or clock
hours, a week of instructional time is defined as any consecutive 7-day
period in which at least one day of regularly scheduled instruction,
examinations, or preparation for examinations occuts.

Nonterm Credit-Hour Programs

For educational programs measured in credit hours without standard terms
(semesters, trimesters, or quarters), a week of instructional time is defined
as any consecutive 7-day period in which at least 12 hours of instruction,
examinations, or preparation for examination occuts. .

The Award Year

Funds are appropriated by Congress for a specific financial aid award year.
That year is the 12-month period during which postsecondary institutions
disburse Title IV and other federal financial aid funds to students. The
award year runs from July 1 of one calendar year to June 30 of the next
calendar year.

* For example, the 1999-2000 award year begins on July 1, 1999 and
ends on June 30, 2000. Immediately following the end of the award
year, schools must file reports on that award year’s activities.

For any award year, financial aid application processing begins on January 1
of the calendar year in which the award year begins; financial aid payment
processing ends on September 30 of the calendar year in which the award
year ends.

* For example, for the 1999-2000 award year, processing begins on
January 1, 1999 and ends on September 30, 2000.

The Fiscal Year

The fiscal year is defined by the institution. Examples of commonly used
fiscal year periods are—

O »1999

The Blue Book



‘Chapter 1 ,

* January 1 to December 31 (the calendar year), ’

* July 1 to June 30 (the financial aid award year), and
*  October 1 to September 30 (the federal fiscal year).

For many institutions, the school fiscal year differs from the federal fiscal
year.

The Federal Master Calendar

ﬁ Reference: To ensure timely delivery of Title IV funds to students, federal law requires
« HEA, Section 482 that ED adhere to a master calendar when developing required
publications, communicating with postsecondary institutions, issuing
regulations, and performing other activities necessary to both ED’s and
institutions’ administration of Title IV programs.

For allocations of campus-based and Federal Pell Grant funds, the law
mandates that ED adhere to the following master calendar dates in the year
preceding the award year.

* August 1—distribution of application for campus-based funds
(Fiscal Operations Report and Application to Participate or FISAP)

to institutions ‘

¢ October 1—final date for institutions to submit FISAP to ED
¢ November 15—ED sends FISAP edits to institutions
* December 15—institutions return any needed FISAP edits to ED

* February 1—institutions receive tentative ED award levels for
campus-based programs; institutions also receive final Federal Pell
Grant Program Payment and Disbursement Schedule

* February 15—<closing date for institutional appeals of campus-based
awards ED to be received by ED

*  March 1—appeals process completed

* April 1—final award notifications for campus-based programs sent
to institutions by ED

* June 1—Federal Pell Grant Program authorization levels sent to
institutions by ED

28 June 1999
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'! The master calendar also requires that regulations affecting a given award
Referance: year be published by ED no later than November 1 of the preceding
* HEA, Section 482 calendar year.

* For example, for the 2000-01 award year, all final regulations must
be issued on or before November 1, 1999. These regulations may
take effect no earlier than July 1, 2000.

N
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General Institutional
Responsibilities

Summary

This chapter discusses the broad range of responsibilities of schools
participating in Title IV student financial aid programs (Title IV programs).
It presents information about institutional fiscal operations and network of
responsibilities, institutional eligibility, financial responsibility,
administrative capability (including separation of functions), and other
areas such as consumer information, institutional policies and procedutes,
program evaluation, refunds and repayments, record maintenance, and
disclosing student information.

EQ} ey Terms

Access America for Students Modernization Blueprint
administrative capability net income ratio

Campus Security Act primary ratio

composite score Project Easy Access for Students
data universal numbering system and Institutions (EASI)
(DUNS) refund

equity ratio repayment

Family Education Rights and return of Title IV funds
Privacy Act (FERPA) Student Right-To-Know Act
financial responsibility unearned aid

leave of absence withdrawal date

2.1 Overview of Fiscal Operations and the
Network of Responsibilities

The term “fiscal operations™ encompasses a broad range of processes. For
the Title IV programs, these include, but are not limited to:

* requesting funds from the federal government,
* disbursing funds to eligible students and parents,

* keeping accurate and auditable financial records,

The Blue Book 2_1

Su 30



Chapter 2

* managing cash,
* accounting for funds and financial activities, and ‘
* reporting on these activities.

Schools organize and manage their fiscal operations differently, depending
on such factors as the size of the school administrative structure, staffing,
automation, and federal program participation. Although fiscal operations
can vary from school to school, successfully managing Title IV programs at
any school depends on coordinated efforts across institutional offices. To
illustrate this network of responsibilities, consider the relatively routine
activity of managing Federal Work-Study (FWS) time sheets for student
employees. Your process probably demonstrates the interdependence of
various offices at your school, as completing the FWS questionnaire on the
next page will show you.

Coordination has become increasingly important as automated systems have
replaced paper-based ones. Automated systems bring many benefits, such
as enhanced data integrity and speedy data exchange. However, they also
present challenges; the most critical, perhaps, is that automation can blur

B responsibility for functions that must be kept separate, such as awarding

Reference: and disbursing financial aid awards. The American Institute of Certified

« www.aicpa.org Public Accountants provides guidance on these and other management, ‘
accounting, and auditing issues.

Managing Title IV Programs

Managing Title IV financial aid is an institution-wide responsibility. The
entire school benefits from the Title IV programs. Therefore, all offices at a
school need to work together. However, managing Title IV programs
includes three main functional areas:

* the president’s office,
* the financial aid office, and
* the business (bursar’s) office.

As mentioned eatlier in this chapter, schools differ in how they divide these
functions among administrative offices. However, the president’s office,
the financial aid office, and the business office always play key roles.
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‘ Network of Responsibilities—FWS Questionnaire

The Federal Work-Study (FWS) time sheet requires an oversight signature.

* Who is authorized to sign and certify that a student's work was performed in a satisfactory
manner?

Students must remain eligible from one term to the next.

* Who monitors student eligibility and academic progress?

Some eligibility requirements are school policies.

* Who develops these policies for the school?

Students are paid their wages on the basis of their time sheets.

* Who collects the time sheets from students?
* Who processes the payroll?
* Who reconciles the payrolt to the time sheets?

‘ Students may only earn up to the amount of their authorized FWS awards.

* Who determines the amount of the award?
* Who monitors students’ eamings to ensure that they do not earn in excess of that amount?

All schools are required to spend at least 7 percent of the federal allocation of their FWS funds to employ
students in community-setvice positions.

* Who locates and develops these jobs?

* Who monitors the percentage of funds used for these jobs?

Student earnings are part of the institution’s overall FWS budget.

* Who develops the budget?
* Who monitors expenditures?

Schools that receive FWS funds are required to apply for those funds and to report to ED on the use of
those funds.

* Who completes the application?

‘ * Who completes the report?

The Blue Book 2_3
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Chapter 2

The Administrative Office

Responsibility for overall administration resides with the school’s president, ‘
chancellor, or chief executive officer (CEO). The leadership and

management style of the person in this position sets the tone and direction

of the financial aid program for the entire institution.

Although authority and responsibility is delegated to other offices, the
leadership and support of the CEO/president are crucial to successfully
administering Title IV programs. By recognizing the importance of federal
aid programs, making Title IV program administration a high priotity, and
holding key officials accountable, CEO/president leadership can foster an
environment that promotes an effective and responsive financial aid
program that meets institutional goals, students’ needs, and federal
requirements.

The checklist on the next page lists the responsibilities of the CEO/
president.
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The CEO/president must ensure that a school...

[ is financially responsible to administer [J obtains a letter of credit (LOC)' (if the
Title IV programs school has failed to meet the standards

ffi ial ibili
O is administratively capable of administeting of financial responsibility)

Tide IV programs [ has an independent auditor petform an
annual nonfederal audit of the school’s

[0 has a capable individual to administer Title IV financial operations?

Title IV programs and coordinate federal
and nonfederal financial aid programs [ cooperates fully with any program reviews
or audits and makes available all necessary
information to the reviewers or auditors

[J has an adequate number of qualified staff to
administer Title IV programs

[0 has no criminal or fraudulent activities
occur as it manages federal funds and
administers Title IV programs

[ has established clear lines of responsibility
among the pertinent school offices

[0 has good communication and cooperation
among personnel in the pertinent school
offices

[0 has established reasonable standards of
satisfactory academic progress (SAP) for
students

[0 maintains effective record-keeping systems
for both student records and financial
records

. [ has an adequate system of checks and

balances to ensure separation of award
functions from disbursement functions

[0 has established a fair and equitable refund
policy '

[0 has an operable and accessible drug-abuse
prevention program, as requited by the
Drug-Free Schools and Communities Act

[ is a drug-free workplace, as required by

has accurate information about student
O the Drug-Free Workplace Act

applicants for Title IV aid and tesolves any
discrepancies or inconsistencies [0 makes available all published information
required by the Student Right-to-Know
and Campus Security Act and any other
pertinent Jaws and regulations

[0 provides adequate financial aid and debt

management counseling to students

[0 refers any suspected cases of Title IV fraud,
abuse, or mistepresentation to ED’s Office
of Inspector General (OIG)

[0 provides the services described in its
publications

1. This is an ED requirement. A school would obtain the LOC from a bank or other financial institution in the amount of a
specific percentage of the school’s last year’s Title IV program drawdown. If it is a new school, the LOC would be in the
amount of the estimated/anticipated Title IV program drawdown. The LOC would be payable to ED, and ED would
draw on the LOC if there is cause. While the school may contest ED’s action to draw LOC funds, ED gets to hold these
funds while the school protest is processed. Although ED no longer requires that a school obtain a fidelity bond, the
school may choose to obtain one as a good business practice to protect itself against improper actions of employees, board
members, and so on.

2. If a school receives less than $200,000 in Title IV funds annually in each of the two award years prior to the audit period,
ED may authorize it to have audits every three years if the school submits a letter of credit for not less than one-half of
its annual potential liabilities as determined by ED. In addition, schools that are subject to A-133 and have under
$300,000 in Title IV funds are completely exempt from an annual audit. However, if the schools have audited financial

. statements done for them, ED can ask for them.
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The Financial Aid Office

A school’s financial aid office must...

advise and counsel students and parents
about financial aid

provide students with consumer informa-
tion, as required by federal regulations

develop written policies and procedures
about the way the school administers
Title IV programs

determine students’ eligibility for financial aid
make financial aid awards to students

coordinate financial aid activities with those
of other school offices in administering
financial aid programs

interact with various outside groups, agen-
cies, associations, and individuals about issues
concerning the school’s administration of
financial aid programs

monitor students’ satisfactory academic

progtess (SAP)

maintain school records and student records
that document activities of the financial aid
office and provide data for reports

keep current on changes in laws and regula-
tions to ensure that the school remains in
compliance

assist in reporting Pell Grant expenditures

manage and report on activities that involve
financial aid funds

At some schools, these activities are performed by the
business office. See page 2-8.

While a school’s financial aid office assumes most of the responsibility for
administering Title IV programs, its role in the institution’s fiscal operation
is usually a limited one. See the checklist below for a list of fiscal functions
carried out by financial aid administrators.

assist in reconciling loan records (for schools
that participate in the Direct Loan Program)

reconcile student financial aid data provided
to the business office to ensure that all
payments have been made, refunds have
been accounted for, and expenditures have
been reported

adhere to the principle of separation of
functons (no single office or individual may
authorize payments and disburse Title IV
funds to students)

perform (limited) fiscal operations, such as

* authorizing payment of Title IV funds to
student accounts or to students directly

* authorizing refunds to students

* authorizing refunds to Title IV program
accounts

* ensuring that the school collects any
required repayments

*  coordinating submission of the Fiscal
Operations Report and Application to
Participate (FISAP)

provide entrance and exit counseling to
borrowers of FFEL Program loans and
Direct Loan Program loans as part of the
award and delivery process’

provide entrance and exit counseling to
borrowers of Federal Perkins Loans as part
of the award and delivery process'
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The Business Office

‘ Title IV-related fiscal operations are handled by an institution’s business
office. This office may go by another name—fiscal office, finance office,
comptroller’s office, bursat’s office, treasurer’s office, or student accounts
office. For the duration of this book, this office will be refetred to simply as
“the fiscal office” or “the business office.”

The business office provides critical services to the school in managing both
federal and nonfederal financial aid programs. Maintaining accounting,
record keeping, and reporting functions tied to the institution’s use of
federal and other funds requires many detailed, complex systems. Strong
internal controls and sound business and financial management practices
are keys to the success of these operations and delivery of funds to
students.

The checklist on the next page lists some of the major responsibilities of the
fiscal office.
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A school’s business office must...

ad

O

O 000

O O

coordinate activities and cooperate with the
financial aid office in:

*  projecting cash flow needed to cover
awards

*  processing cancellations and refunds

*  obtaining authorization to pay Title IV
funds

*  being aware of the changes in Tite IV
laws and regulations

*  submitting accurate and timely reports

* reconciling with the financial aid office
to ensure that all financial aid adjust-
ments have been propetly recorded

maintain a system of internal controls that
includes adequate checks and balances

ensure that the functions of authorizing and
disbursing Title IV funds remain separate

maintain records according to federal and
generally accepted accounting procedures

(GAAP)
maintain records to ensure a clear audit trail
draw down and return Title IV funds

disburse funds to eligible students from
Title IV program accounts

maintain individual student accounts that
record changes, credits, and amounts due
(if the school uses individual student ac-
counts)

deliver FFEL Program loan proceeds

collect Federal Perkins Loans'

N -

O

At some schools, a separate student loan office collects these loans.

establish and implement the institution’s
refund policy

establish and monitor Federal Work-Study
(FWS) payroll and time sheets

process refunds and credit balances to
Tide IV accounts according to the
institution’s refund policy and applicable
federal laws and regulations

assist in reporting Title IV expenditures to
ED in a timely manner

reconcile accounts, including

* reconciling cash between school records
and bank statements

* reconciling federal funds between bank
statements and federally reported
balances

assist in completing applications and fiscal
reports for federal funds

maintain a cash management system to meet
disbursement requirements and federal laws
and regulations

provide general stewardship for federal
funds, including maintaining bank accounts
and investments as appropriate

prepare for and participate in program
reviews and audits

provide entrance and exit counseling to
borrowers of FFEL Program loans and
Direct Loan Program loans as part of the
disbursement process?

provide entrance and exit counseling to
borrowers of Federal Perkins Loans as
part of the disbursement process?

At some schools, these activities are performed by the financial aid office (see page 2-6). In addition, the
business office may be responsible for administering other aspects of the Federal Perkins Loan Program.
While the financial aid office may be responsible for awarding Perkins Loan funds, the business office may
be responsible for collecting and handling promissory notes, billing borrowers in repayment, collecting
payments, authorizing deferments, cancelling loans, and reporting Perkins Loans to NSLDS.
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‘ 2.2 Institutional Eligibility
Reference:

To participate in any Title IV program(s), an institution must:
* Student Financial Aid

Handbook: Institutional * meet the standards for an eligible institution,

Eligibility and

Participation * demonstrate that it meets Title IV financial responsibility
requirements,

* demonstrate that it is administratively capable of managing
Title IV programs,

* enter into a written Program Participation Agreement (PPA)
with ED, and

* be certified to participate in Title IV programs.

Types of Eligible Institutions

Reference: The Higher Education Act of 1965, as amended (HEA), defines three types
« 34 CFR 600.4-600.6 of postsecondary institutions that are eligible to participate in
Title IV programs:
‘ * institutions of higher education,

* proprietary institutions of higher education, and
* postsecondary vocational institutions.

A public or private non-profit school can fall into more than one category.
However, a proprietary school cannot fall into more than one category. The
type of institution is defined mainly by how the school is controlled (public,
private, for-profit, nonprofit) and by the minimum program length offered
by the school. Proprietary institutions have an additional eligibility
requirement called the “90/10” rule.

90/10 Rule

) > The 90/10 rule means that no more than 90 percent of a proprietary
& institution’s revenue in a fiscal year may be derived from Title IV program
funds; at least 10 percent must come from non-Title IV program funds.
— Federal funding that is not from Title IV funds may make up the
Reference: 10 percent.

* Student Financial Aid

Handbook: Institutional e An institution that determines it satisfied the 90/10 rule during its

Eligibility and most recently completed fiscal year must have the auditor preparing
Participation its audited financial statement report on the accuracy of that
* HEA, Section 102(b)
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- ,'
Reference:

* 34 CFR 668.13

ﬂ Reference:

* www.eligcert.ed.gov

o i
Reference:

* 34 CFR 668.14

statement.

determination. This is done in a footnote to the audited financial ‘

Schools must report directly to ED within 90 days of the end of their fiscal
year when they do not satisfy this requirement. Audits of schools that do
satisfy this requirement must include a statement to that effect.

The institution’s overall financial management capability must be examined
annually by auditors to ensure that good practices are maintained and that
poor ones are corrected. Two important areas in which standards must be
upheld for continued participation in Title IV programs are financial
responsibility and administrative capability.

Application for Approval to Participate

An institution must be approved and certified by ED to participate in any
of the following Title IV programs:

* Federal Pell Grant,
* Federal Supplemental Educational Opportunity Grant (FSEOG),

* Federal Work-Study (FWS),

* Federal Perkins Loan (Perkins), '

*  Federal Direct Loan, and
* Federal Family Education Loan (FFEL).

To apply for institutional participation, an institution must submit an
Application for Approval to Participate in Federal Student Financial Aid Programs
to ED as well as any other requested materials (such as a current letter of
accreditation and a valid state license or other state authorization). Schools
submit the application electronically using ED’s Web site. However,
schools must sign and send to ED Section L (signature page) of the
application along with all required supporting documents.

ED uses the information in the application to determine whether the school
meets Title IV eligibility requirements and is administratively capable and
financially responsible.

Program Participation Agreement

If ED approves a school’s application, ED sends the school two copies of a
Program Participation Agreement (PPA). The PPA includes the date the

school’s eligibility expires. The school must sign and return both copies of ‘
the PPA to ED to participate in any Title IV program other than the

eRic1
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Leveraging Educational Assistance Partnership (LEAP) Program (formerly
‘ the State Student Incentive Grant Program). ED then sends the school an

approval letter, an Eligibility and Certification Approval Report (ECAR),
and a copy of the school’s PPA signed and dated by ED.

* The ECAR contains the most critical data elements that form the
basis of the school’s approval and also a list of the highest level of
offering, any non-degree program or short-term programs, and any
additional locations that have been approved for the Tite IV
programs. All of these documents must be kept available to be
reviewed by auditors and ED officials, including Title IV program
reviewers.

Under the PPA, an institution agtees to comply with the laws and
regulations governing Title IV programs. When entering into a PPA, the
school must demonstrate that it can carry out its financial responsibilities
for propetly managing Title IV programs and is administratively capable of
providing the education it promises.

A school that wishes to continue to participate in Title IV aid programs
must submit a fully completed application requesting recertification 90 days
before the expiration date on its current PPA. ED will send a
recertification reminder notice to the school six months before its PPA

‘ expires.

Single Identifier Initiative

Schools cutrently use an OPE-ID number—an eight digit, system-generated
identifier—that accounts fot the institution’s main location, its off-site
locations, and its Electronic Data Exchange (EDE) addresses. In some
cases, different OPE-ID numbers (in some instances for the same Title IV
program) are used for the same institution. This situation impairs ED’s
ability to provide accurate information about the amount of financial aid a
college or university receives and hinders effective gatekeeping for Title IV
programs. To remedy this situation, ED has implemented a single
identifier.

The new numbering system is taking place in two phases:

Reference: *  Phase One—Beginning 1999-2000, ED will implement a single

* DCL-ANN-97-4 eight-digit identification numbering system. ED internally

* DCL-ANN-97-7 rearranged identifiers so that schools that currently have more than

* DCL-GEN-98-8 one number will have one OPE-ID numbet. In December 1998,

ﬂ Phase One completed and populated an identifier crosswalk in the

Reference: Postsecondary Education Participants System (PEPS) of all active

‘ * www.sii.ed.gov and inactive Office of Student Financial Aid (OSFA) program and

* www.dnb.com

Q' ne 1999 The Blue Book 2-11

ERIC
= LU 40




Chapter 2

¥ Reference:

¢ DCL-ANN-97-4
* DCL-ANN-97-7
¢ DCL-GEN-98-8

ﬂ Reference:

s www.sii.ed.gov
* www.dnb.com

]
Reference:

s Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* HEA, Section 498(c)
s 34 CFR 668, Subpart L

Electronic Data Exchange (EDE) identifiers. Those identifiers are
now crossed to an OPE-ID numbering system. .

*  Phase Two—From 1999 to 2001, ED will design and implement
software changes required to use the data universal numbering
system (DUNS). The DUNS number is the sole Title IV identifier
for participating postsecondary educational institutions, lenders,
third-party servicers, and guarantors.

DUNS identifiers will be given to each eligible or ineligible non-
main campus educational site and each active or inactive Pell Grant,
Direct Loan, and need analysis electronic data exchange site. The
target date for incorporating the DUNS identifier within the OSFA
system is the 2001-2002 award year.

As part of the government-wide effort to adapt to electronic commerce, ED
intends to implement the DUNS identification system as the Title IV Single
Identifier for all participants: colleges and schools, lenders, servicers, and
guarantors.

* Not all third-party servicers will receive DUNS numbers because if
they do not have an OPE-ID number (a current recotd in PEPS),
ED cannot propose a DUNS number in the crosswalk.

Adoption of the DUNS identification system as the Title IV identifier ‘
instead of an OPE-ID number will simplify participation in Title IV

programs as institutions are already required to have a DUNS identifier for
conducting electronic commetce.

2.3 Financial Responsibility Standards

Congress requires ED to assess whether institutions are financially
responsible by determining if they satisfy three statutoty components.
See the chart on the next page.

According to ED regulations, a school is considered to be financially
responsible if it:

1.  provides the services described in its official publications and
statements;

2. administers propetly the Title IV programs in which it participates;
and

3.  meets all of its financial obligations.
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Using institutional audited financial statements and other information, ED
evaluates whether the school meets required financial responsibility
standards.

Components of Financial Responsibility

To be financially responsible, ED assesses schools on the basis of....
a school must...

«  Meet its financial obligation ¢ Making timely refunds to students

* Making timely repayments to ED

¢ Being current on its debt payment

o Administer Title IV
programs properly

¢ Past performance

¢ Program compliance

¢  Bein adequate financial . . .
condition + Sufficient resources for its education
programs, services, and financial

‘ obligations

Financial Responsibility Standards for Public Institutions

) : o : -

Reference: ED considers a public institution to be financially responsible if the

* Student Financial Aid institution:
Handbook: Institutional
Eligibility and + notifies ED that it is designated as a public institution by the state,
Participation

local, or municipal government entity, tribal authority, or other

* :: dczZ)R 668.171(c)(1) government entity that has legal authority to make that designation;
* provides a letter from an official of that state or government entity
confirming that the institution is a public institution; and
Reference: * is not in violation of any past performance requirement.

* 34 CFR 668.174
Financial Responsibility Standards for Proprietary and Private

Institutions
Reference: A for-profit or non-profit private institution is financially responsible if ED
« Student Financial Aid determines that it meets a// of the four standards that follow and does not
‘ Handbook: Institutional have an adverse, qualified, or disclaimed audit opinion or past performance
Eligipi{ity gnd problem.
Participation
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b Reference:

* Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.171(b)(1)

* 34 CFR 668.172(b)(1)(2)

* 34 CFR 668, Appendix F

* 34 CFR 668, Appendix G

® Reference:

* See pages 2-64 and
2-67 of this book for
more information on
calculating ratio
methodologies for
proprietary and private
non-profit institutions.

=

¥ Reference:

* 34 CFR 668.172(c)
(1)

Standard #1 .
The institution’s equity, primary reserve, and net income ratios must yield a
composite score of at least 1.5. ED determines the composite score by:

1. calculating the result of the school’s primary reserve equity and net
income ratios,

2. calculating the strength factor score for each of those ratios by using
the corresponding algorithm,

3. calculating the weighted score for each ratio by multiplying the
strength factor score by its corresponding weighted percentage,

4. summing the resulting weighted scores to arrive at the composite
score, and

5.  rounding the composite score to one digit after the decimal point.
The ratios for proprietary institutions are:

Primary Reserve ratio = Adjusted Equity
Total Expenses

Egquity ratio = Modified Equity
Modified Assets

Net income ratio = Income Before Taxes
Total Revenues

The ratios for private non-profit institutions are:

Primary Reserve ratio = Expendable Net Assets
Total Expenses

Equity ratio = Modified Net Assets
Modified Assets

Net income ratio = Change in Unrestricted Net Assets
Total Unrestricted Revenues

In calculating an institution’s ratios, the U.S. Secretary of Education
(the Secretary) generally excludes:

* extraordinary gains or losses,

* income or losses from discontinued operations,

* prior period adjustments, ‘
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* 34 CFR 668.173(c)
(3)(4)

m Reference:

« 34 CFR 668.172(c)(5)
(i) i)

Reference:

« 34 CFR 668.171(b)(2)
« 34 CFR 668.173(a)

Reference:

* 34 CFR 668.173(b)
(1))

General Institutional Responsibilities

+ the cumulative effect of changes in accounting principles, and
* the effect of changes in accounting estimates.

The Secretary may include or exclude the effects of questionable accounting
treatments, such as excessive capitalization of marketing costs.

The Secretary also excludes:
e all unsecured or uncollateralized related-party receivables,

+ all intangible assets defined as intangible in accordance with
generally accepted accounting principles (GAAP), and

 federal funds provided to an institution by the Secretary authorized
by the HEA only if:

— the auditor, in notes on the audited financial statement or as a
separate attestation, discloses by name and CFDA number, the
amount of HEA program funds reported as expenses in the
Statement of Activities for the fiscal year covered by the audit
or attestation and

— the institution’s composite score, as determined by the
Secretary, is less than 1.5 before the reported expenses arising
from those HEA funds are excluded from the Primary Reserve
ratio.

Standard #2

The institution must have sufficient cash resetves to make required
refunds. An institution is considered to have sufficient cash reserves if it:

* satisfies the requirements of a public institution,

+ islocated in a state that has a tuition recovery fund approved by the
Secretary and the institution contributes to that fund, or

« demonstrates that it makes its refunds in a timely manner.

An institution makes timely refunds if the auditor(s) who conducted the
institution’s compliance audits for the institution’s two most recently
completed fiscal year or the Secretary, a state, or guaranty agency that
conducted a review of the institution covering those fiscal years:

» did not find in the sample of student records that:

Q ine1999
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- the institution made late refunds to 5 percent or more of the
students in that sample or '

- the institution made only one late refund to a student in that
sample, and

* did not note for either of those fiscal years a material weakness or a
reportable condition in the institution’s report on internal controls
that is related to refunds.

# Reference: If an institution no longer satisfies a refund standard or is not making its
* 34 CFR 668.173(c) refunds in a timely manner, the institution must submit an irrevocable letter
of credit. The letter of credit must be:

* acceptable and payable to the Secretary and

* equal to 25 percent of the total amount of Title IV refunds the
institution made or should have made during its most recently
completed fiscal year.

@ Reference: The institution must submit this letter of credit to the Secretary no later
* 34 CFR 668.173(c) than:
M) S '
* 30 days after the date the institution is required to submit its
compliance audit to the Secretaty, if the finding is by the auditor ‘

who conducted that compliance audit or

* 30 days after the date the Secretary or the state or guaranty agency
that conducted a review of the institution notifies the institution of
the finding.

— The institution must also notify the Sectetary of that finding and
of the state or guaranty agency that conducted a review of the

institution.
Reference: To determine whether to approve a state’s tuition recovery fund the
* 34 CFR 668.173(d) Secretary considers the extent to which that fund:

* provides refunds to both in-state and out-of-state students,

* allocates all refunds in accordance with the order required under
34 CFR 668.22, and

* provides a reliable mechanism for the state to replenish the fund
should any claims arise that deplete the fund’s assets.
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Standard #3
‘ Reference: The institution must be current in its debt payments. An institution 1s not
* 34 CFR 668.171(b)(3) current in its debt payments if:

« itis in violation of any existing loan agreement at its fiscal year end,
as disclosed in a note to its audited financial statements or audit
opinion or

* it fails to make a payment according to existing debt obligations for
more than 120 days, and at least one creditor has filed suit to
recover funds under those obligations.

Standard #4
m Reference: The institution must meet all of its financial obligatons, including (but not
* 34 CFR 668.171(b)(4) limited to):

 refunds that it is required to make; and

» repayments to ED for debts and liabilites arising from its
participation in Title IV programs.

Even if an institution satisfies all of these standards, ED will not consider

‘ the school financially responsible if:
Reference: 1. the institution’s audited financial statements contain an adverse,
« 34 CFR 668.171(d) qualified, or disclaimed audit opinion, or the auditor expresses
(1)(2) doubts about the continued existence of the institution as a going
concern;
OR

2. the institution violated a Title IV program requirement, or the
persons or entities affiliated with the institution owe a liability for a
violation of a Title IV program requirement.

Reference: ED will disregard the first reason if the qualified or disclaimed opinion does
* 34 CFR 668.174(b)(2) not have a significant bearing on the institution’s financial condition. ED
will disregard the second reason if the liability in question is being repaid or
the persons or entities owing the liability do not exercise substantial control
over the institution.

Reference: Past Performance
* Student Financial Aid An institution is not financially responsible if the institution:

Handbook: Institutional
Eligibility and

Participation *  has been limited, suspended, termir}ated, or entered iflto a
+ 34 CFR 668.174(a)(1) settlement agreement to resolve a limitation, suspension, or
Q mne1999 The Blue Book 2_1 7
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termination action initiated by the Secretary or a guaranty agency as
defined in 34 CFR part 682, within the preceding five years; '

Reference: *  Iin either of its two most recent compliance audits had an audit

* 34 CFR 668.174(a)(2) finding or in a report issued by the Secretary had a program review
finding for its current fiscal year or in either of its preceding two
fiscal years that resulted in the institutions being required to repay
an amount greater than 5 percent of the funds that the institution
received under the Title IV programs during the year covered by
that audit or program review;

Reference: *  has been cited during the preceding five years for failure to submit
* 34 CFR 668.174(a)(3) in a timely fashion acceptable compliance and financial statement
audits required under 34 CFR 668.174 or acceptable audit reports
required under the individual Title IV program regulations; or

Reference: *  has failed to resolve satisfactorily any compliance problems
* 34 CFR 668.174(a)(4) identified in audit or program review repotts based upon a final

decision for the Secretary issued pursuant to subpart G or H of
34 CFR 668.174.

Other Financial Responsibility Standards

Reference: Schools that are not financially responsible under the regular standards may '
« Student Financial Aid begin participating or continue participating in Title IV programs by
Handbook: Institutional | qualifying under an alternative standard. There are three types of
’E,Z%?C’I{ggﬁizd alternative standards: letter-of-credit alternative, zone alternative, and
« 34 CFR 668.175(a) provisional certification alternative. There are also specific financial
responsibility standards for schools that change ownership, guaranty
agencies, and third-party servicers.

Letter-of-Credit Alternative

Reference: An institution that secks Title IV program participation for the first time,
* 34 CFR 668.175(b) but is not financially responsible solely because its composite score (from

its equity, primary, and net-income ratios) is less than 1.5, will qualify as a
financially responsible institution by submitting an irrevocable letter of
credit that is acceptable and payable to ED. ED will specify the amount,
but regulations require the letter of credit to equal at least 50 percent of the
amount of Title IV program funds the institution will receive during its
initial year of participation.

Reference: A participating institution that is not financially responsible because it does
* 34 CFR 668.175(c) not satisfy one or more of the financial responsibility standards or has an

unsatisfactory audit opinion can also use an irrevocable letter of credit. To
qualify as financially responsible, the letter must be acceptable and payable ‘

o 1 8 The Blue Book June 1999
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General Institutional Responsibilities

to ED. ED will specify the amount, but regulations require the letter of
. credit to equal at least 50 percent of the Title IV program funds received by
the institution during its most recently completed fiscal year.

A participating school that is not financially responsible
due to past performance problems is not eligible for this
letter-of-credit alternative.

Zone Alternative
@ Reference: The zone alternative is only an option for a participating institution if the
« Student Financial Aid school is not financially responsible because its composite score is less than

Handbook: Institutional | 1.5. If a participating school fails any other test of financial responsibility,
Eligibility and
Participation

+ 34 CFR 668.175

the school cannot qualify for the zone alternative.

An institution qualifies as financially responsible under this alternative if its
composite score is in the range 1.0 to 1.4 (based on the audited financial
statement for its most recently completed fiscal year) and it satisfies other
standards of financial responsibility. ED may deem a school to be
financially responsible under the zone alternative for no more than three

whether for three years or just one or two years, cannot use the zone
alternative again until the year after it achieves a composite score of at least

1.5.

‘ consecutive years. An institution that qualifies under this alternative,

To participate under the zone alternative, an institution must also meet the
following five requirements:

1. ED will require the school to use the cash monitoring or
reimbursement payment method to make disbursements to eligible
students and parents.

2. ED will require the school to provide timely information about any
of the following six oversight and financial events:

— any adverse action, including a probation or similar action, taken
against the institution by its accrediting agency;

— any event that causes the institution or a related entity to realize
any liability that was noted as a contingent liability in the
institution’s or related entity’s most recent audited financial
statement;

‘ — any violation by the institution of any loan agreement;

O 1ne1999 The Blue Book 2.19
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debt obligations that results in a creditor filing suit to recover

— any failure of the institution to make a payment according to its ‘
funds under those obligations;

— any withdrawal of owner’s equity from the institution by any
means, including declaring a dividend; or

— any extraordinary losses.

No later than 10 days after the event occurs, the school
must provide information on the above events by certified
mail, fax, or other electronic transmission. If fax or other
elect_rom'c transmission is used, the school is responsible for
- confirming that ED received a complete, legible copy of the

transmission.
i Reference: 3. ED may require the institution’s audited financial statement and
* 34 CFR 668.23(a)(4) compliance audit to be submitted earlier than specified in

regulations. For example, instead of six months after the end of the
school’s fiscal year, ED could require the school to submit its audit
reporting package as eatly as 60 days after the end of its fiscal year. ‘

4. ED can require the institution to provide information about its
current operations and future plans.

5. The institution must, as a part of its compliance audit, require its
auditor to express an opinion on the school’s compliance with the
requirements under the zone alternative, including the school’s
administration of the payment method under which it received and
disbursed Title IV program funds.

=y

- Reference: Provisional Certification Alternative

¢ Student Financial Aid

The provisional certification alternative is for participating institutions that
Handbook: Institutional p P paung

Eligibility and cannot qualify, or choose not to qualify, under any of the other alternatives.
Participation ED, at its discretion, may allow provisional certification for an institution

* 34 CFR 668.175(f) that is not financially responsible because:
) Reference: * it does not satisfy the financial responsibility standards or has an

* 34 CFR 668.171(b) and unsatisfactory audit opinion;
()

OR

# Reference: * its past performance shows that it violated a Title IV program

* 34 CFR 668.174(a) requirement, but it has satisfied or resolved the violation.

%) 20 The Blue Book June 1999
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‘ Reference:

¢ Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

Reference:

* 34 CFR 668.171(b)(3)
and (b)(4)

Reference:

* 34 CFR 668.175(d)(2)
and (d)(3)

Reference:

o Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.175(g)

©  June 1999

IToxt Provided by ERI

General Institutional Responsibilities

Under this alternative, an institution receives an initial provisional
certification, which cannot exceed three consecutive fiscal years. An initial
provisional certification carries the following three main conditions:

1. 'The institution must submit an irrevocable letter of credit that is
acceptable and payable to ED. ED decides on the amount, but it
cannot be less than 10 percent of the Title IV program funds
received by the institution duting its most recently completed fiscal
year.

2. The institution must demonstrate that it was current on its debt
payments and has met all of its financial obligations for its two
most recent fiscal years.

3. The institution must comply with all of the provisions of the zone
alternative.

When the initial provisional certification ends, if the institution is still not
financially responsible, ED may again permit it to participate under a
provisional certification. However, ED may impose one or both of the
following additional conditions:

1. ED may require the institution, or one or more persons or entities
that exercise substantial control over it, to submit financial
guarantees for an amount determined by ED to be sufficient to
satisfy any potential liabilities arising from the institution’s
participation in Title IV programs.

2. ED may require one or more persons or entities that exercise
substantial control over the institution to be jointly or severally
liable for any liabilities arising from the institution’s participation in
Title IV programs.

Provisional Certification Alternative for Institutions Controlled by Persons
or Entities Owing Liabilities

An institution may be deemed not financially responsible because the
persons or entities that exercise substantial control over the institution owe
a liability for a violation of a Title IV program requirement.

In such cases, ED may allow the school to participate under a provisional
certification only on three conditions:

1. EITHER the persons or entities that exercise substantial control
repay of enter into an agreement with ED to repay the applicable
portion of that liability, OR the institution assumes that liability

- The Blue Book
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and repays or enters into an agreement with ED to repay that
¥ Reference: liability. ‘
s Student Financial Aid

Handbook: Institutional ST . . T
Eligibility and 2. The institution must satisfy the standards of financial responsibility

Participation and demonstrate that it was current on its debt payments and has
met all of its financial obligations for its two most recent fiscal
years.

3. The institution must submit an irrevocable letter of credit that is
acceptable and payable to ED. ED decides on the amount, but it
cannot be less than 10 percent of the Title IV program funds
received by the institution duting its most recently completed fiscal
year.

ED also requires the institution to comply with the provisions under the
zone alternative. Furthermore:

1. ED may require the institution, or one or more persons or entities
that exercise substantial control over the institution, or both, to
submit financial guarantees for an amount determined by ED to be
sufficient to satisfy any potential liabilities arising from the
institution’s participation in Title IV programs; and

2. ED may require one or more of the persons or entities that exercise ‘
substantial control over the institution to be jointly or severally
liable for any liabilities arising from the institution’s participation in
Title IV programs.

Schools that Change Ownership

i . .
Reference: ED evaluates a school that changes ownership according to the factors of
* 34 CFR 668.15 financial responsibility contained in regulations. During the 1997-98

“transition year,” these regulations also applied to guaranty agencies, third-
party servicers, and schools. (The transition year allowed schools that were
not financially responsible under Subpart L solely because their composite
scores were less than 1.5 to qualify as financially responsible.)

Reference: A newly eligible institution or an institution that is undergoing a change of
» HEA, Section 487 ownership is required to implement a default management plan for two
years unless:

* the school’s branch campus or main campus has a cohort default
rate of 10 percent or less and

* the new owner does not own, and has not owned, any other school

with a cohort default rate in excess of 10 percent. ‘

The Blue Book June 1999
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The checklist below lists the general rules a school that changes ownership
must follow to be considered financially responsible.

[ provide the services described in its official [ not have an individual who exercises signifi-
publications and statements cant control over the school and owes a
liability for a Title IV program violation
unless the school and the individual owing
the liability meet certain regulatory provisions

[] provide the administrative resources neces-
sary to comply with requirements for
participating in Title IV programs

[] not have been limited, suspended, or termi-
nated from a Title IV program or have not
entered into a settlement agreement to

[] meetall of its financial obligations, including
paying required refunds to students and

debts to ED S . .
resolve a limitation, suspension, or termina-

[ be current in paying any institutional debts tion within the preceding five years

[0 post an irrevocable letter of credit (LOC), O not have been required to repay an amount
acceptable and payable to ED, equal to greater than 5 percent of Title IV funds
25 percent of the total amount of Title IV received for an award year as a result of a
program refunds paid by the school in the finding during its two most recent program

‘ previous fiscal year teviews or audits

[] not have part of its most recent audit report [] not have been cited during the preceding
be a statement expressing substantial doubt five years for failure to submit acceptable
of the school’s ability to continue as a “going audit reports in a timely manner

concern” or a disclaimed or adverse opinion

by th cant [] not have failed to resolve satisfactorily any
y the accountan

compliance problems identified during a
program review or audit

2.4 Administrative Capability

2 Reference: In addition to demonstrating that it is financially responsible, a school must
« 34 CFR 668.16 be administratively capable of participating in Title IV programs. Using a
school’s audited financial statements and other information, ED evaluates
the school’s administrative capability according to the standards contained
in regulations. (See checklist on the next page.)

If ED finds that a school is not administratively capable only on the basis
of its Federal Direct Loan Program, FFEL Program, and/or Federal

Petkins Loan Program cohort default rate(s), ED may provisionally certify
‘ the school’s participation in Title IV programs.

O __une 1999 The Blue Book 2.293
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To be considered administratively capable, a school must...

[ administer Title IV programs according to [ refer any credible information about Title IV
all Title IV requirements fraud, abuse, or misrepresentation to ED’s

f
[] use an adequate number of qualified persons Office of Inspector General (OIG)

to administer Title IV programs in which the (O provide adequate financial aid counseling to
school participates Title IV applicants

[J designate a capable individual to be [0 submit required Title IV reports in a timely
responsible for administering all Title IV mannet, including fiscal repotts, financial
programs statements, and reconciliations

[0 communicate to the individual responsible [0 not demonstrate any significant problems in
for administering Title IV programs all its ability to administer Title IV programs
inft tion that b dents’ Title IV
:11]' 9{);;.1’& ©f that bears on students™ Lite [0 not have connected with the school any

gomty individual who is/has been debarred or

[0 have written procedures for administering suspended or engaged in any activity that
Title IV programs would be cause for debarment or

[0 administer Title IV programs with adequate susperision
checks and balances in its system of internal [0 not have had more than 33 percent of its
controls undergraduate regular students' withdraw

during the latest completed award year (for a
school seeking initial participation in a
Title IV program)

[ separate the functions of authorizing Title IV
payments and disbursing and/or delivering
Title IV funds so that the functions are
cartied out by at least two organizationally [J have a cohort default rate of less than
independent individuals 25 percent under the FFEL Program/Direct

Loan Program for each of the three most

recent fiscal years and that is equal to or less

than 15 percent under the Federal Perkins

[ establish, publish, and apply reasonable Loan Program
standards for measuring students’ satisfactory

academic progress (SAP)

[] establish and maintain required Title IV
records

[J not appear to lack the ability to administer
Title IV programs competently

[0 develop an adequate system for resolving
discrepancies in information related to
students’ applications for Title IV assistance

[0 pardcipate in ED’s electronic processes

1. A regular student is a person who is enrolled or accepted for
enrollment at an institution for the purpose of obtaining a
degree, certificate, or other recognized educational credential
offered by that institution. See 34 CFR 600.2
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#

Reference:

* 34 CFR 668.16(c)(2)

» See Section 5.4 of this
book for further details
on the separation of
functions.

Reference:

» See Section 6.1 of this
book for more informa-
tion on RFMS.

*Under the just-in-time
payment method,
schools handle the
authorization and
disbursement process
differently. The
disbursement record
itself in RFMS drives the
deposit of funds in the
school’s bank account.

O  une 1999
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If ED finds that a school is not administratively capable only on the basis of
its Federal Direct Loan Program, FFEL Program, and/or Federal Perkins
Loan Program cohort default rate(s), ED may provisionally certify the
school’s participation in Title IV programs.

Separation of Functions

Federal regulations require an institution to divide the functions of
authorizing payments and disbursing funds so that no single office or
individual has responsibility for both functions for any student receiving
Title IV funds. Even at very small institutions, no one person may be
allowed to authorize payment of Title IV funds and to disburse those funds.

In this regard, the school must ensure that these two functions for any

student receiving Title IV aid are carried out by at least two organizationally
independent individuals. These individuals cannot be members of the same
family and they cannot together exercise substantial control over the school.

Typically, the financial aid office awards Tite IV funds and authorizes
payment of those funds to students. The fiscal office requests funds from
GAPS and disburses the funds by crediting student accounts, delivering
checks to students, or delivering cash to students. The person who awards
Title IV funds may not be authorized by the institution to sign checks or
deliver them to students, nor may he or she be permitted to deliver cash to
students or to credit student accounts for tuition, fees, books, supplies, or
other charges.

As mentioned eatlier, electronic processes enhance accuracy and efficiency.
They also can blur separation of functions so the awarding and
disbursement occur virtually simultaneously.

* For example, in the advance payment method* under the Recipient
Financial Management System (RFMS), an origination record must
be created for each student eligible to receive a Pell Grant as well as
a disbursement record. The financial aid office authorizes the
payment (origination record and disbursement record) and the
business office requests the funds from GAPS and disburses the
funds to the school’s bank account.

 For example, under the Direct Loan Program, a promissory note
must be on file and an origination record must be created for each
student eligible to receive a Direct Loan as well as a disbursement
record. Once the origination record is created, the financial aid
office receives a disbursement list. The financial aid office then
authorizes the loan to be disbursed and the business office requests
the funds from GAPS and disburses the funds.

The Blue Book
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Schools must set up controls to prevent an individual or an office from
~ Reference: having the authority to perform both functions. For guidance on the
* See Appendix D for separation of functions, contact the Case Management Team that serves the
more information on
Case Management state of your school.
Teams.
Required Electronic Processes
Reference: To be considered administratively capable to participate in Title IV
* Student Financial Aid programs, an institution must participate in all electronic processes that are
g;;gz;:;)k;n/cr;smuﬂona/ required by ED, if the processes are provided at no substantial charge to the
Participation school. ED informs schools of the required processes through notices
* Federal Register, published in the Federal Register.
September 19, 1997
* 34 CFR 668.16(0) ED requires all schools to use certain electronic processes to participate in

and administer Title IV programs. A list of the required processes and the
deadline dates for implementation is on page 27 and a list of the technical
specifications is on page 28.

Beginning with the 1999-2000 processing year, schools using a PC platform
to participate in and administer Title IV programs must be prepared to
process ED data using:

*  Windows 95,
*  Windows NT, ot ‘
* anewer version of the Windows operating system.

ED’s electronic services no longer support the disk operating system (DOS)
or any earlier versions of Windows.

o 26 ‘ The Blue Book June 1999




General Institutional Responsibilities

Required Electronic Processes and Deadline Dates

Deadline Date Designated Electronic Processes

January 1, 1998 * Participate in the Title IV Wide Area Network (TIV WAN)'
* For the 1998-99 Processing Year? and Beyond:
- Receiving Institutional Student Information Records (ISIRs)

- Adding your school to the Central Processing System (CPS)
Record

— Having online access to the National Student Loan Data
System (NSLDS)

July 1, 1998 . » Having access to the Information for Financial Aid Professional
(IFAP) Web site

Submitting the Application for Approval to Participate in Federal

Student Financial Aid Programs (initial certification, recertification,

reinstatement, and changes) through the Internet

Submitting the Fiscal Operations Report and Application to
Participate (FISAP) to TIV WAN

July 1, 1999 * For the 1999-2000 Award Year and Beyond:

— Reporting Federal Pell Grant payments electronically through
TIVWAN?

¢ Submitting Student Status Confirmation Report (SSCR) data
electronically to NSLDS

¢ Submitting Federal Perkins Loan data electronically to NSLDS

' Refer to DCL-98-24 (Action Letter #4) for enroliment procedures and updating enroliment
information for TIV WAN. ‘

2 The application processing cycle lasts 18 months. For the 1998-1999 award year, application .
processing begins in January 1999 and applications for that year will be accepted until June 30,
1999, '

3 For the 1999-2000 award year only, schools have the option of continuing to send Federal Pell
Grant origination and disbursement data on tape via the Recipient Data Exchange (RDE). After
1999-2000 and beyond, RDE will be eliminated and schools must submit origination and

disbursement data electronically.

Y ne1999 The Blue Book
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Technical Specifications

Equipment Minimum Configuration Required by January 1, 1999
Hardware * IBM or fully IBM-compatible PC

200 MHZ Pentium Processor or comparable

64 MB RAM

4.0 GB SCSI Hard Drive

56K Analog Modem

3.5-inch/1.44 MB Diskette Drive

SVGA Monitor

* Windows 95 Keyboard

» Laser printer capable of printing on standard paper (8.5 x 11-inch)
12x CD-ROM with sound board’

Software » 32 bit operating system
¢ Windows 95, Windows 98, or Windows NT 4.x

* Internet Servicer Provider (ISP)?
* Netscape Navigator 3.0 or 3.01 (domestic), Explorer 4.0, or other

web browser® ‘

Dedicated phone line

Phone Line

Diskettes 3.5-inch high-density; double-sided diskettes

' Required if school wants to use the EDExpress Tutorial and AWARE software.

2 Will be necessary to access the Information for Financial Aid Professionals (IFAP) Web site and to
submit the Appiication for Approval to Participate in Federal Student Financial Aid Programs (initial
certification, recertification, reinstatement, and changes).

3 Currently, must use Netscape Navigator 3.0 or 3.1 (domestic) to use FAFSA on the Web. ED is
testing other Web browsers that will be made availabie to the public in the near future.
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Year 2000 Compliant
‘ E Reference: Many existing computer systems were designed to store and process data
* www.ed.gov/offices/ using only the last two digits of the year. Unless these systems are
OClIO/year redesigned to use a four-digit character year and can account for the change
= in the century, there is a major risk that they will incorrectly handle data for
Reference: years beyond 1999. For example, will 2 computer read the two-digit
o Student Financial Aid character year “00” as the year 1900 or the year 2000?

Handbook: Institutional ) o
Eligibility and To address this problem, ED is redesigning all of its computer systems. ED

Participation also required that all computer systems schools use for processing financial
aid data be “Year 2000 Compliant” by January 1, 1999. By this date all
financial aid data processing systems, procedures, and protocols were
required to be able to store and report date data in ways that differentiate
between years before 2000 and beyond 2000. This requirement also
applied to any third-party servicer a school contracts with to administer
Title IV programs.

Modernization Blueprint (formerlv Project Easy Access for Students and
Institutions [EASI])

ﬂ Reference: On August 1, 1995, the U.S. Secretary of Education requested ED and its
* http://easi.ed.gov partners in the postsecondary education community to design, integrate,
‘ and develop a comprehensive financial aid delivery system. In response to
this challenge, government, education, student, and business leaders
# Reference: initiated the Modernization Blueprint.

» Student Financial Aid
Handbook: Institutional | The Modernization Blueprint is a collaborative effort by members of the
5{;%’%’{’%’ t'i?rd postsecondary education community (including ED, schools, lenders,

icipati . ) . .

P servicers, guarantors, professional organizations, and state agencies) to

define and implement a mer-focused system to support postseconda

*Project EASI has been , P . custo SY . PP 'P ,ry

renamed the education as well as to improve customer access to information and funding

Modernization Blueprint. for education beyond high school.

The goals of the Modernization Blueprint include providing system users
with a single point of interface to the more streamlined processes associated
with postsecondary education, while reducing complexity, redundancy, and
cost.

The Modernization Blueprint has six major functional areas:
1. sharing information

2. applying for federal financial aid

. 3. disbursing federal financial aid

4.  tracking and reporting enrollment

O e1999 The Blue Book 2.29
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D Reference:

e http://easi.ed.gov

handling repayments of federal financial aid ‘

providing program management and oversight

When fully implemented, the Modernization Blueprint will assist students
and their families in planning for postsecondary education, choosing among
postsecondary schools, and financing their choices.

Access America for Students

ED has joined with several other federal agencies to develop and
implement Access America for Students (Access America). Access
America will provide electronic, Web-based access to government services.
The initiative will test the use of three basic tools for modernization of
government services:

a Web site gateway to access government Services,

an electronic ID to complete transactions with the government and
other parties over the Internet, and

a student account based on commercial financial infrastructure to
support the delivery of student aid and provide customer

information. ‘
Access America also tests the key concepts of the Modernization Blueprint
(formerly Project EASI):

providing the postsecondary education community with a single
point of interface for student financial aid information;

developing an integrated student aid account;
supporting a common origination and payment process;

providing current information for improved management oversight
and analysis;

providing a clear audit trail and minimizing reconciliation; and

reducing overall administrative cost for all industry partners through
standardized data and business processes.

In the 1999-2000 funding year, seven schools will participate in the Access
America for Students pilot project for the Federal Pell Program and the
Direct Loan Program.

ERIC
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. 2.5 Student Consumer Information

m Reference: Regulations specify published information that institutions are required to
« Student Financial Aid make available to students, prospective students, and employees. These
Handbook: Institutional | regulations also allow ED to fine a school, ot to limit, suspend, or terminate
Eligibility and SR . :
Participation Fhe participation of any school .that substantially mistepresents the.nature of
its educational program, financial charges, or the employability of its

* 34 CFR 668 Subpart D
graduates.

This is an area of responsibility that is shared among institutional offices.
In general, the financial aid and business offices share primary responsibility
for providing this information, but other offices must be involved as well.

Financial Aid Information

All institutions are required to provide information on:

* all financial aid programs available to students, the amounts of aid
available from each source, and the required application procedures,

* how student eligibility for aid is determined,

* how the school distributes aid among students,

. * the rights and responsibilities of financial aid recipients,

*  how and when financial aid will be disbursed,

* the terms and conditions of any employment offered as financial aid,
* the terms of, schedules for, and necessity of loan repayment,

* the criteria for measuring students’ satisfactory academic progress
and the procedures students must follow to regain eligibility if they
failed to meet these critetia, -

* information on preventing drug and alcohol abuse,

* information about the availability of federal financial aid funds for
study-abroad programs, and

* information on availability of community-service FWS jobs.

General Information

Schools are also required to provide general information about themselves.
. This information includes matters related to fiscal operations, such as:
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* licensing and accreditation, ‘
s costs of attendance, including tuition, fees, room and board,

transportation, books and supplies, loan fees, buying or renting a

computer, and additional costs associated with certain programs of

study;

* all requirements for officially withdrawing from school;

* institutional refund and repayment policies (and, as of October 7,
2000, the policy for return of Title IV aid, unless the school
implements the return of Title IV aid earlier than October 7, 2000);
and

* distributing student financial aid refunds and repayments to Title IV
programs.

Availability of Personnel

Federal regulations require that schools make personnel available during
normal operating hours to help current and prospective students obtain
consumer information.

Job Placement Claims .

A school that makes marketing claims about job placement rates to recruit
students must disclose information supporting these claims to prospective
students at or before the time of application. This means that schools must
provide detailed statistics and other information necessary to substantiate
the truthfulness of their claims. If a school advertises job placement rates
to attract enrollment, it must inform prospective students of the state
licensing requirements for the jobs for which the students seek training.

Student Right-To-Know Provisions

All schools participating in Title IV programs are subject to the disclosure
requirements of the Student Right-To-Know Act (SRK). SRK requires a
school to make available its completion or graduation rates by July 1 of
each year. A school must provide the information upon request to enrolled
and prospective students.

 In the case of a prospective student, the school must provide
information before the student enters into a financial obligation.

A school also must provide the information to ED through the National
Center for Education Statistics annual graduation rate survey. ‘

)
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By July 1 of each year, SRK requires a school that awards athletically-
‘ related student aid to report to ED various information concerning students
who receive athletic aid, including their completion or graduation rate.
SRK also requires a school to provide the information to a prospective
student-athlete and his or her parents, high school coach, and guidance
counselor at the time the school offers the prospective student-athlete
athletically-related student aid.

Equity in Athletics Provisions

The Equity in Athletics Disclosure Act (EADA) is designed to make
students, prospective students, and the interested public aware of:

* the athletic opportunities available to a school’s male and female
students and

* the financial resources and personnel the school dedicates to its
men’s and women’s teams.

EADA applies to any coeducational institution of higher education that
participates in a Title IV student aid program and has an intercollegiate
athletic program. Pursuant to EADA, a school must prepare an annual
report that includes information such as:

‘ * a list of the school’s varsity teams,

* the number of participants on each team,

* the number of coaches for each team, and

* various breakdowns of athletically-related expenses and revenues.

Note that the HEA of 1998 moved certain athletically-related expense and
revenue disclosure requirements from the Program Participation Agreement
section of the HEA of 1965 to EADA. These amendments repealed the
audit requirement for those disclosures.

A school must make its EADA report available upon request to enrolled
students, prospective students, and the public by October 15 of each year
and the school also must submit the report to ED.

Campus Security Provisions

Reference: The Jeanne Clery Disclosure of Campus Security Policy and Campus Crime
* HEA, Section 485(f) Statistics Act (formerly the Campus Security Act of 1990) requires schools
to publish annually specific crime-related information. The report includes
‘ information about a school’s security policies and procedures, crime
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*The definition of
“campus” includes
reasonable contiguous
property used by
students that supports
institutional purposes
such as a food court,
certain non-campus
buildings or property,
and public property.

**The HEA of 1998 added
the crimes of man-
slaughter, arson, and
arrests or persons
referred for campus
disciplinary action for
liquor law violations,
drug-related violations,
and weapons
possession.

prevention programs, and campus crime ‘statistics. The school must
distribute it to all current students and employees and, on request, to

prospective students and employees.

Schools also must provide timely warning to the campus* community of any
occurrences of crimes that are reported to the campus security authorities or
local police agencies and that are considered to represent a continuing

threat to students and/or employees. The crimes to be reported are:

mutder,

forcible and nonforcible sex offenses,

robbery,
aggravated assault,
burglary,

motor vehicle theft,
manslaughter,**

arson,** and

arrests ot persons referred for campus disciplinary action for liquor ’

law violations, drug-related violations, and weapons possession.**

Schools must maintain daily logs of crimes reported to the police or security

departments. These daily logs:

Campus crime statistics must be categorized on the basis of where 2

must include the nature, date, time, and general location of the

ctime and

must be open to public inspection within two business days of the

report except where

~ prohibited by law,

— disclosure jeopardizes a victim’s confidentiality, or

— disclosure hinders investigation.

criminal offense occuts:

on campus,

in or on a non-campus building or property,

%
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‘ * on public property, and
* in dormitories or other residential facilities for students on campus.

Schools must also maintain statistics by category of prejudice for any hate
crimes involving bodily injury. That is, crimes to any person in which the
victim is intentionally selected because of actual or perceived race, gender,
religion, sexual orientation, ethnicity, or disability.

*Prior to October 1998, These statistics are reported annually* to ED. ED will make copies of the

schools submitted these . . .
statistics to ED only when | Statistics available to the public.

requested by ED.
The provisions of the Family Educational Rights and Privacy Act (FERPA)

do not prohibit a school from complying with the requirements of the
campus security regulations.

2.6 Institutional Policies and Procedures
Manual

The law requires schools to have written policies and procedures for
administering Title IV programs. The policies and procedures must address:

‘ * student consumer information,

* verification,
* satisfactory academic progress,
* refund and repayment, and

* loan disclosure statements and fact sheets (this requirement does
not apply to Direct Loans).

Advantages of Policies and Procedures Manual

Although the law does not require schools to maintain written policies and
procedures in a manual, schools generally find that a manual helps them
manage financial aid programs more effectively, efficiently, and
consistently. A comprehensive manual can:

* document how and when the school establishes specific policies and
procedures,

* provide a single location for the school’s policies and procedures,
and

‘ * serve as a reference guide and training resoutce.
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A policies and procedures manual is also extremely valuable when a school

undergoes a compliance audit or program review. ‘

Many institutions have business procedures manuals to cover fiscal matters,
such as accounting, budgeting, payroll, personnel, and the like. However,
due to the broad scope and complexity of financial aid programs, it is wise
to develop a separate financial aid policies and procedures manual. This
manual should address policies and procedures that affect all aspects of
financial aid administration from the perspectives of both the business
office and the financial aid office.

Suggested Topics for Policies and Procedures Manual

In addition to the required written policies listed at the beginning of this
section, a comprehensive policies and procedures manual would include:

* an overview of the institution itself, its mission, its students, and its

philosophies,

* descriptions of all federal, state, and institutional aid programs,
including application procedures, award amounts, and eligibility
requirements,

* descriptions of the organizational structures of the financial aid
office and the business office,

 a statement of the institution’s policy for awarding financial aid
(commonly referred to as its “packaging policy”),

» procedures for processing financial aid applications,
* procedures used in record keeping and reporting,
 calendar of activities, including dates and deadlines for students,

* procedures for evaluating business office and financial aid office
operations, and

* copies of forms, applications, standard correspondence, and other
printed materials routinely used by the financial aid office and
business office and/or distributed to students.
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‘ 2.7 Evaluating Your Management of Student
Financial Aid Programs

Schools should evaluate the way they administer Title IV programs on a
regular basis. This is a priority for ED, as well as for the business-officer
and financial-aid communities.

Evaluating Title IV administration serves many purposes, such as:

« ensuring that the school is complying with statutory and regulatory
trequirements, and

* identifying school policies and ptocedutes that need updating ot
revision.

All schools that participate in Title IV financial aid programs must ensure
that their student aid operations, procedures, and policies remain in
compliance with statutory and regulatory requirements. Failure to do so
may have serious consequences:

o Institutional liabilities—The school will be required to repay any
misused funds to ED.

‘ o Inequitable student aid distribution—Students at the school may be

awarded less or more aid than they are entitled to receive.

o Possible fines, limitation, suspension, or termination—If audits and
program reviews identify serious instances of noncompliance,
inappropriate use of funds, or fraud, the school may be subject to
emergency action by ED and may ultimately lose its eligibility for
federal student aid programs.

Debarment—Individuals found responsible for fraud or serious
misuse of federal funds may be barred from involvement in any
federal programs.

Evaluation Methods

The ptimary methods for evaluating an institution’s management of Title IV
programs are:

* self-evaluation,

* peer evaluation, and

‘ * ED’s Quality Assurance Program (QAP).
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Self-Evaluation

Institutional self-evaluation provides a way of maintaining internal quality .
control and serves as an effective management tool. The process helps a

school detect and correct small problems before they become potential

sources of liability. Self-evaluation also helps the school prepare for future
program reviews and audits. A self-evaluation might include:

* reviewing a representative sample of student files,
* reviewing written policies and procedures, and

* observing financial-aid activities, such as loan counseling sessions.

Reference: The Self-Evaluation Guide, published by the National Association of Student
e Self-Evaluation Guide Financial Aid Administrators (NASFAA), can help schools develop
NASFAA comprehensive evaluation systems. This publication provides a step-by-
Washington, DC step outline for reviewing financial aid and fiscal policies, procedures, and
Tel: 202-785-0453 practices_
Web site:
www.nasfaa.org Peer Evaluation

Peer evaluation is another technique for obtaining an independent,
objective review of an institution’s administration of Title IV programs. .

The peer evaluator can be a financial aid administrator or fiscal officer from
another school or a financial aid consultant.

During a peer evaluation, the school obtains an objective assessment of its
operation from someone at a similar institution. The person performing the
evaluation also benefits by getting a first-hand look at how another school
manages financial aid programs. Comparing notes and exchanging ideas are
methods by which colleagues in financial aid offices and business offices
can share their expertise for the good of all.

Quality Assurance Program

The Quality Assurance Program (QAP) is an ED initiative to promote
quality in administering Title IV programs. Participating institutions
implement a formal quality assurance program that includes a management
self-assessment, annual measurement, and quality improvement
components. This integrated approach to management embodies the
principles of continuous improvement that ED regards as essential to
quality assurance.

QAP takes a proactive approach by:

* focusing on preventing problems; ‘
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‘ * improving existing procedures rather than penalizing institutions for

errors and management;

* improving the institution’s administration of the Title IV Programs;
and

*  assisting institutions in minimizing program errors.

Schools that participate in QAP are exempt from certain ED reporting and
verification requirements if their institutional quality assurance measures
duplicate these requirements.

Quality assurance (QA) is required for schools participating in the Direct
Loan Program. ED assists these schools in conducting QA activities using
tools such as the Direct Loan Quality Assurance Planning Guide (QA Planning
Guide) and the QA module in EDExpress.

¢ There are several measurement tools in the “Tools” submenu of
EDExpress. These measurement tools can be used by Direct Loan
schools to measure and assess their operations in terms of volume
and timeliness.

Direct Loan schools have to maintain documentation about their quality

assurance activities in a QA master file. Although there is no QA reporting
‘ requirement, Direct Loan schools participating in QAP must complete a
Title IV Management Assessment Worksheet to report results to ED using
routine QAP reporting procedures.

Reference: Beginning with the 1999-2000 award year, QAP will include broader

« HEA, Section 487A initiatives in awarding and disbursement, as well as exit and entrance
counseling. The increased scope of the QAP will be a quality partnership
that will serve all institutions participating in Title IV Program.

Schools that are interested in participating in QAP should contact ED’s
Performance and Accountability Improvement Branch (PAIB) at
(202) 260-4788.

2.8 Refunds and Repayments

The Higher Education Amendments of 1998 changed the refund and
repayment provisions. In addition to renaming the process “returning
Title IV funds,” it also revised how to calculate the amount that needs to
be returned to Title IV programs when a student does not complete an
enrollment or payment petiod. The new requirements go into effect on
October 7, 2000, although schools can choose to implement them before
’ this date. Many schools appear to be continuing to operate under the pre-
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1998 Higher Education Amendments’ refund and repayment provisions.
This edition of The Blue Book will discuss refund and repayment provisions ‘
in effect before October 7, 2000 and highlight the return of Title IV funds
provisions that go into effect October 7, 2000. Regulations on returning

Title IV funds will be issued on the completion of negotiated rulemaking.

If a school wishes to implement these provisions before October 7, 2000, it
must:

* establish a specific date to implement the new provisions,
* implement all of the provisions, and
* apply the provisions to all students who

— enter after the implementation date and

— have been advised of the new policy.

Overview of Refunds and Repayments

Reference: When a student receives financial aid, the aid is intended to cover that

« Student Financial Aid period of enrollment for which the student is being charged. As a result, the
Handbook: Institutional | school has special responsibilities if the student:
El/glp/{/ty fand ‘
Participation « officially withdraws,

* drops out,

* s expelled,

* takes an unapproved leave of absence, or

* fails to return from an approved leave of absence.

In all of these cases, the student does not complete the enrollment period
for which he or she was charged. As a result, the student might have (or the
student’s account might be credited with) unearned aid. Whenever a
student fails to complete the period of enrollment for which he or she was
charged, an institution must determine:

¢ whether unearned aid credited to the student’s account to cover
institutional costs must be refunded to Title IV programs, other
sources of aid, and/or the student and

* whether unearned aid (usually paid in cash to the student) to cover
institutional costs must be repaid by the student and then returned

to the sources of financial aid. ‘
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‘ General Definitions

A refund is the return of unearned aid (both Title IV and other sources of
aid) that was originally credited to a student’s institutional costs; any cash
paid to the student is not involved in a refund calculation.

» The school must return the funds to Title IV programs first, other
sources of aid second, and, if there are funds left, to the student
third.

A repayment involves unearned aid (usually paid directly to the student as
cash) to cover non-institutional costs.

* In this case, the student must return the unearned funds.

* Direct Loans or FFEL Program loans are not considered in
repayment calculations. By signing the promissory note, the student
has already agreed to repay the funds.

Federal Work-Study (FWS) funds that students earn for hours worked are
not considered when calculating refunds and repayments. However,
institutions are still required to perform the calculation for students whose

only Title IV aid is FWS.

‘ Refunds

Under federal law, schools participating in any Tide IV program are required
to have, in writing, a “fair and equitable” refund policy. The flowchart on
the next page shows the refund process and how the law defines it. A
school satisfies this requirement of being “fair and equitable” by calculating
all types of applicable refunds, then determining and using the largest
amount.

An institution must provide Title IV recipients a refund of at least as much
as the /argest refund under the following three methods:

* the requirements of applicable state law or refund regulations
promulgated by a state agency that were established through a
legally enforceable regulatory process; or

* the specific refund requirements established by the school’s
nationally recognized accrediting agency and approved by the

*ED has not yet approved U.S. Secretary of Education*; or
any accrediting agency
f licy.
refund poliey * if applicable, a statutory pro rata refund calculation as defined by the
Higher Education Amendments of 1992. This applies to all
‘ students who withdraw on or before the 60 percent point of the

enrollment period for which they were charged.
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The Refund Process

Determine Withdrawal

]

First-time students (Title IV
recipients) withdrawing on All other students receiving
or before 60 % enrollment Title IV aid
period has elapsed
State Accrediting
Refund Agency
Policy Policy
State Accrediting Pro Rata
Refund Agency Refund
Policy! Policy! Policy \ /
\ / If neither policy exists,
calculate and compare
Return Largest
Refund

Federal
Refund
Policy?

Institutional
Refund
Policy*

AN

L

If there is no state refund policy and no ED-approved
accrediting agency, use the pro rata amount, Return Lar ger Refund
See Appendix A.
All schools do not necessarily have an institutional
refund policy. — |
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. To calculate a refund that is at least as much as the largest refund produced
by the three methods just outlined, a school must:

 calculate the results of each refund method separately,
» compare the resulting amounts, and
* use the calculation that provides the largest refund.

In cases where the prv rata calculation does not apply, a refund must be the
larger of the results of the other two methods, as determined by state law or
the school’s accrediting agency.

In cases where no state or accrediting agency standards exist and pro rata
does not apply, the school must calculate a refund using the federal refund
calculation outlined in the Student Assistance General Provisions and the
school’s own refund policy (if one exists). The school must use the
calculation that produces the larger refund.

Repayments

An institution must return repayments of $100 or more of a Federal Perkins
Loan, Federal Pell Grant, ot FSEOG to the appropriate program account
. within 30 days of the date the student makes the repayment.

Although an institution is not liable for any part of a repayment that a
student owes, the institution is responsible for:

* notifying and billing the student for the amount due and
* collecting the repayment.
Until the repayment is resolved:
* the student is ineligible for further Title IV assistance and

* the school must report the repayment owed on any financial aid
transcript completed for the student or on any submission to
NSLDS.

In addition, if the school is unable to collect an FSEOG or Federal Pell
Grant repayment from the student, the school must refer the student to
< ED for collection.

Beginning October 7, 2000 or eatlier if the school chooses to implement the
new “Return of Funds” provision, the concept of refunds will change from
“refund of unearned institutional charges” to “return of unearned Title IV

¥ Reference: aid.”

* HEA, Section 484B
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If a recipient of Title IV aid withdraws before completing 60 percent of the
payment period (or period of enrollment), the institution must calculate the ‘
amount of Title IV aid the student did not earn. The amount of unearned

aid equals the difference between Title IV aid that was disbursed ot could

have been disbursed for the payment period and the amount of Title IV aid

that was earned.

When schools return unearned Title IV aid, schools

* deal with Title IV aid only,

* apply provisions to all Title IV aid recipients except FWS recipients,
and

* reduce institutional charges,

In addition, there are no comparisons with other policies, no issues of
unpaid charges, and no impact on nonfederal aid.

Factors Affecting Refund and Repayment

Before schools can effectively develop or implement their refund policies,
they must understand a number of factors that underlie those policies and

that relate to applicable laws and regulations such as: ‘
* Institutional costs,
* noninstitutional costs,
* unpaid charges,
* applying and disbursing aid,
*  withdrawal date, and

* leave of absence.

@ Institutional Costs
Unless demonstrated otherwise, institutional costs are charges owed directly

<%

to the school for tuition, fees, room and board contracted with the school,

¥ Reference:
and other charges assessed by the school.

¢ The Student Financial
Aid Handbook:

Institutional Eligibility An institutional cost does not have to be charged to all students or be listed
and Participation as a charge in an enrollment agreement to be classified as an institutional
* Policy Bulletin, cost. Other charges may be considered institutional charges if they are
Calculating Institutional . . . )
Refunds: What are required for all students in a given program of study and if they are
Institutional Charges?, disclosed as such in the school’s published consumer information.
January 7, 1999
E l{llC4 4 The Blue Book 73 June 1999
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is no real and reasonable opportunity to buy the books, supplies, or
equipment from a source other than the institution.

‘ Books, supplies, and equipment are considered institutional charges if there

Non-Institutional Costs

Non-institutional costs are those that are not owed directly to the school
but are related to a student’s education. Non-institutional costs include:

 Reference: « room and board charges not contracted with the institution;

e The Student Financial

Aid Handbook: + charges for any required course materials that an institution can
Institutional Eligibility document are non-institutional because the student had a real and
and Participation reasonable opportunity to purchase them elsewhere;

* Policy Bulletin,
Calculating Institutional « a charge to a student’s account for room charges that are collected

Refunds: What are
Institutional Charges?,
January 7, 1999

by the institution, but are “passed through™ to an unaffiliated entity;

* a charge to a student’s account for group health insurance fees, if
the insurance is required for all students and the coverage remains in
effect for the entire period for which the student was charged,
despite the student’s withdrawal; and

‘  a charge to a student’s account for discretionally, educationally

related expenses such as
— parking or library fines or

— cost of athletic or concert tickets.

Unpaid Charges

< =

# Reference: When calculating a refund, schools must first determine the student’s

* The Student Financial unpaid charges.
Aid Handbook:
Institutional Eligibility

and Participation Total Institutional Costs

- Total Aid Paid to Institutional Costs
. Scheduled Cash Payment (SCP)

- Student’s Cash Paid

= Unpaid Charges

In calculating unpaid charges, schools must take into account any late
Title IV funds for which the student is still eligible, such as an approved
late disbursement of an FFEL Program loan or Federal Direct Loan. Any
such late disbursements should be counted toward aid paid to institutional

COStS.

/
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lyi d Disbursing Aid
Although schools may use whatever funds they receive first to pay ‘
outstanding direct costs, such as tuition, ED recommends that schools
apply financial aid first to cover institutional costs.

*  Schools generally do not wait to receive specific funds at their
institutions to satisfy specific categories of direct costs.

This practice ensures that federal funds are used first to pay direct costs
before funds are released to students for indirect costs, such as books and
transportation. ED also recommends that schools develop written policies
for applying financial aid to charges owed the school. Schools may wish to
design a priority system that specifies the sources and types of aid that
should first be applied to certain charges.*

* For example, a school might
determine that grant funds

(gift aid) from all sources *Schools must obtain students’
written permission to credit their

accounts for anything other than

tuition, fees, and room and board
board owed the school. contracted with the school.

After all grant funds had
been used, loans (self-help

aid) would be credited to _ .
temaining charges for tuition, fees, and room and board. Any

unused loan funds would be disbursed to the student as cash for
other educationally related expenses.

would be used first to pay
tuition, fees, and room and

If financial aid credited to charges owed to the school is not sufficient to
cover the charges, the student will still owe the school money. If the aid
credited exceeds charges owed, the student (or parent, in the case of a
PLUS Loan) will be due a cash disbursement in the form of cash or a check.
Funds may be held in a student’s account only with the student’s written
permission and only under certain circumstances. An institution must
record which types of aid have been applied to institutional costs and which
types were included in any cash disbursement. Such record keeping is
essential for calculating Title IV refunds and repayments.

Withdrawal Date

Reference: Schools must determine a student’s withdrawal date no later than 30 days
e Student Financial Aid after the expiration of the earliest of:

Handbook: Institutional

Eligibility and * the academic year in which the student withdrew,

Participation

* the period of enrollment for which the student has been charged, or ‘

\.
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' « the educational program from which the student withdrew.
The student’s withdrawal date is:

« for official withdrawal—either the date that the student officially
notifies the school that he or she is withdrawing or the date of the
withdrawal specified by the student, whichever is later, or

s for unofficial withdrawal—the last date of class attendance that the
school can document.

For correspondence courses, the date of withdrawal is the date of the last
lesson submitted by the student. If the student establishes, in writing, the
desire to continue in the program within 60 days of the date of the last
submitted lesson, the school may restore “in-school” status on a one-time-
only basis.

=4 Beginning October 7, 2000, or earlier if the school chooses to implement
= the new “Return of Funds” provision, the definition of withdrawal date will
be replaced by the following:

= + for institutions required to take attendance, the date of withdrawal is
# Reference: the last date of recorded attendance.
» HEA, Section 484B . . .
« for institutions not required to take attendance, the withdrawal date

(determined by the school) is:

— the date the student began the withdrawal process prescribed by
the school;

—  the date that the student otherwise provided the school with
official notification of the intent to withdraw; or

_  if a student unofficially withdraws, the midpoint of the payment
period for which Title IV aid was disbursed or a later date
documented by the institution.

Special rule: 'The institution may determine the appropriate withdrawal date
if the student did not begin the withdrawal process or otherwise notify the
institution of the intent to withdraw due to:

* illness,
* accident,

* grievous personal loss,

‘ + other such circumstances beyond the student’s control.
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Reference:

* Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

- ,-
Reference:

* HEA, Section 484B

eave of absence

An approved leave of absence (LOA) is not considered a withdrawal. An
LOA may be approved by the school if:

* the student requests the LOA in writing,
* the LOA does not exceed 60 days,
e the LOA does not involve additional charges to the student, and

* there is no more than one approved LOA for the student in any
12-month period.

Any LOA that does not meet the above criteria is considered a standard
withdrawal, and a refund calculation must be performed.

If a student does not return after an approved LOA, the student is
considered as having withdrawn. A refund calculation must be performed,
using a withdrawal date that is the student’s last recorded date of
attendance before the beginning of the LOA. Any required refund must be
paid within 30 days after the LOA expires.

Beginning October 7, 2000, or earlier if the school chooses to implement
g1 g p.
the new “Return of Funds” provision, an institution can grant a student
p gt

LOA provided that:
* the student follows the school’s procedures for requesting the LOA,

* the LOA does not exceed 180 days in length in any 12-month
period; and

* the LOA does not involve additional charges to the student.

During the LOA, the student is not considered to have withdrawn and no
refund calculation is required if:

* the institution has a formal LOA policy,

* the student followed the institution’s policy in requesting an LOA,
and

* the institution approved the request in accordance with its policy.

If a student does not return to the institution at the end of an approved
LOA, the institution is required to calculate a refund based on the date the
student withdrew.
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‘ 2.9 Record Maintenance and Retention
Requirements

2 Reference: Institutions participating in Title IV programs collect and generate a
« Student Financial Aid slgruﬁcant. volume of progra.m-related. and sFudent—related information on a
Handbook: Institutional | yeatly basis. Federal regulations specify which of these records must be
Eligibility and maintained and the period of time for which they must be retained. These
Participation . . . . .
record maintenance and retention requirements are school-wide and include

fiscal, financial aid, and general institutional records.

The importance of maintaining complete and consistent records cannot be
overemphasized. These records are used to document a school’s
administrative capability and financial responsibility and are crucial in
maintaining eligibility to participate in Title IV programs. As such, schools
must make student financial aid program and general records available to
auditors and representatives of ED at their request. Records that are pootly
maintained or that are not readily available for review can lead to findings,
exceptions, and liabilities in the course of an audit or program review.

This section describes the record-keeping requirements contained in ED
regulations. A discussion of the Family Educational Rights and Privacy Act

(FERPA) is also included. FERPA is an important law that protects the
‘ privacy of students and families by controlling disclosure of student records
to parties outside the institution and by allowing students access to their
own school records.

General Student Records

Schools must establish, maintain, and keep current certain records
pertaining to Title IV recipients. For each student receiving Title IV funds,
a school must keep records of:

« the student’s admission and enrollment status at the institution,

* the program of study and the courses in which the student has
enrolled,

* the student’s academic progress,
« all financial aid the student receives at the institution,

« the student’s prior receipt of financial aid at other institutions, if
applicable,

« all refunds due ot paid to the student, Tide IV programs, or FFEL
Program lenders,

/
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Reference:

* Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

¥ Reference:

* Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.24(b)

ERIC®?

* the student’s job placement (if the school provides a placement
service and the student uses that service), and

* verification of information reported on the student’s financial aid
application.

For all students, not just Title IV recipients, the school must keep records
about its admission requirements and the educational qualifications of each
student admitted to or enrolled in each eligible program.

Schools must also keep records relating to student consumer-information
requirements and to requirements under the Student Right-To-Know Act
(SRK) and Campus Security Act.

General Institutional Records

Schools must maintain all records that relate generally to the institution’s
eligibility to participate in Title IV programs. Examples include:

* the institution’s Program Participation Agreement with ED;
* accrediting and licensing agency reviews, approvals, and reportts;

M state agency reports; ‘
L]

audit and program review reports; and

* self-evaluation reports.

General Fiscal Records

A school must keep consistent and accurate records of its use of Title IV
funds. Program and fiscal records must show a clear (easily followed) audit
trail for expenditures of federal funds. Similarly, these records must clearly
show that funds were obtained, managed, disbursed, and returned in
accordance with federal regulations. Fiscal records that must be maintained
include:

* records of all Title IV program transactions,
*  bank statements for accounts containing Title IV funds,

* student accounts, including (for each enrollment period)
institutional charges, cash payments, Title IV payments, cash
disbursements, refunds, and repayments,

*  general ledger (control accounts) and related subsidiary ledgers that
identify each program transaction and separate those transactions
from the institution’s other financial transactions,
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¥ Reference:
* 34 CFR 668.24(c)

*Schools have to provide
auditors or program
reviewers with records
of the notifications to
students of their financial
aid awards.

General Institutional Responsibilities

¢  Federal Work-Study (FWS) payroll records, and
* records that support data that appear on required reports.

Specific fiscal record-keeping requirements for each Title IV program are
discussed in that program’s regulations.

Financial Aid Application and Award Records

Schools are required to keep extensive records involving student
applications for financial aid and financial aid awards. Required records
include:

« student applications for financial aid and need analysis documents
for all eligible aid applicants who attended the school, whether or not
they received any financial aid,

« documents establishing a student’s financial need and eligibility for
Titde IV aid,

« financial aid awards made to and accepted or declined by students,*
o cost of attendance information for individual students,

« verification documents, including student (and spouse, if applicable)
and parent federal tax returns,

» records of FFEL Program loans and Federal Direct Loans,

« documentation of required entrance and exit loan counseling for
students borrowing under the FFEL, Federal Direct Loan, and
Federal Perkins Loan Programs,

« data used to establish a student’s full-time or part-time enrollment
status and period(s) of enrollment,

 records of refunds due or paid to students, Title IV program
accounts, or FFEL Program lenders, and

*  required certification statements and any documents used to support
or verify those certifications.

Reporting Records

Schools must maintain reports or copies of reports submitted or received in
connection with administering Title IV programs, including—

«  Fiscal Operations Report and Application to Participate (FISAP),

/
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*A school is required to
keep all student records
that pertain to an audit or
program review findings
in case any finding is still
pending.

Reference:

* Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.24(a)

Reference:

* 34 CFR 668.24
* 34 CFR 690.82

**The ISIR must be

* Federal Pell Grant Program Electronic Statements of Account
(ESOA:s), ‘

* ED’s Payment Management System cash requests and quarterly or
monthly reports,

* Grant Administration and Payment System (GAPS) cash requests,
* reconciliation reports for Title IV programs,

* federal, state, and independent audit reports and school responses,*
* state grant and scholarship award rosters and reports, and

* accrediting and licensing agency reports.

In addition, schools must maintain records that support the data that appear
on all required reports.

Program Records

Schools must also keep records that relate specifically to each Title IV
program, including—

* records of its eligibility to participate in the Title IV programs, ‘

* records of the eligibility of its educational programs for Title IV
funds,

* records of its administration of Title IV program according to all
applicable requirements,

* records of its financial responsibility,

* records of information included in any application for Title IV
funds, and

* records of its disbursement and delivery of Title IV funds.

Fe ell gram

For the Federal Pell Grant Program, schools must maintain:

* avalid Institutional Student Information Record (ISIR) or Student
Aid Report (SAR) of each student applying for a Federal Pell Grant,

* records of the eligibility of each enrolled student for whom the

maintained in the format school has an ISIR** or SAR,
in which it was originally
received from ED.
The Blue Book June 1999
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e the name and Social Security number of and the amount paid to
‘ each student,
 the amount and date of each payment,

«  the amount and date of any overpayment that is restored to the
program account,

o each student’s cost of attendance,

«  how each student’s full-time or part-time enrollment status was
determined, and

« records of each student’s enrollment period.

FSEOG Program

Reference: For the Federal Supplemental Educational Opportunity Grant (FSEOG)
« 34 CFR 676.19 Program, schools must maintain:

«  program records that are reconciled at least monthly,
e each student’s account and status,

: * the eligibility of each student assisted under the program and how
each student’s need was met,

« all FSEOG applications for those students reported on the FISAP,

« all records supporting the school’s application for FSEOG funds,
and

« 2 noncash-contribution record to document payment of the
institution’s share of grants to students.

Federal Perkins Loan Program

g Reference: For the Federal Perkins Loan Program, schools must maintain:

« 34 CFR 674.19 _
: + program and fiscal records that are reconciled at least monthly,

e each student’s account and status,

* the eligibility of each student assisted under the program and how
each student’s need was met,

« original promissory notes and repayment schedules in a locked,
fireproof container until the loans are satisfied or until they are
assigned to ED for collection or as long as the documents are

needed to enforce the loan obligaton,

Q June1999 The Blue Book - 2.53
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* all loan applications for those students reported on the FISAP, '

* all records supporting the school’s application for funds under the
Federal Perkins Loan Program,

* arepayment history for each borrower that shows the date and
amount of each repayment over the life of the loan and that
indicates the amount of each repayment credited to principal,
interest, collection costs, and penalty or late charges,

* documentation of the date, nature, and result of each contact with
the borrower or endorser in collection of an overdue loan, including
copies of all correspondence to ot from the borrower and endorser
(except bills, routine overdue notices, and routine form letters),

* payment records (including cancellation and deferment requests),
* collection agency reports,
* litigation records (if litigation occurred), and

* information collected at entrance and exit loan counseling
conducted for the borrower.

Federal Work-Study ‘
Reference: For the Federal Work-Study (FWS) Program, schools must maintain:
* 34 CFR 675.19
* program records that:

— are reconciled at least monthly,

— identfy each student’s account and status,

— show the eligibility of each student assisted under the program,
and

— show how each student’s need was met,

* all employment applications for those students teported on the
FISAP,

*  all records supporting the school’s application for FWS funds,

* acertification that each student has worked and earned the amount
paid, signed by the student’s supervisor, an official of the
institution, or off-campus employer,

n_54 The Blue Book 83 June 1999
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Reference:

+ 34 CFR 682.610

General Institutional Responsibilities

+ for students paid on an hourly basis, a time sheet showing the hours
each student worked in clock-time sequence or the total hours
worked each day,

* a payroll voucher containing sufficient information to support all
payroll disbursements, and

« 2 noncash-contribution record to document any payment of the
institution’s share of the student’s earnings in the form of services
and equipment.

Federal Family Education Loan Program
For the Federal Family Education Loan (FFEL) Program, schools must

maintain:

» acopy of the loan application or data electronically submitted to the
lender,

¢ the name and address of the lender,
s the amount of the loan and the loan period,

+ the data used to construct an individual student’s budget or the
school’s itemized standard budget used to calculate students’
estimated costs of attendance,

e the sources and amounts of financial aid available to the student
that the school used to determine the student’s estimated financial
aid for the loan period,

+  the amount of the student’s tuition and fees paid for the loan period
and the date the student paid the tuition and fees,

e the amount and basis of the calculation of any refund paid to or on
behalf of a student,

e« for a subsidized Federal Stafford Loan for which the borrower
receives an interest subsidy, the data used to determine the
student’s Expected Family Contribution (EFC) and the
corresponding certification by the school to the lender,

e the date of each disbursement of the loan and the amount of that
disbursement,

+ the date the school endorsed each loan check,

« the date(s) loan proceeds were delivered by the school to the
student,

M
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for loans delivered by electronic funds transfer (EFT) or master
check and the school has no authorization on the loan application, ‘
the school must retain a copy of the student’s written authorization

for initial and subsequent disbursements,

documentation that the student received entrance and exit loan
counseling, and

litigation records (if litigation occurred).

In addition, schools must maintain any other records that document their
compliance with any applicable loan-related requirements.

Federal Direct Loan Program

g . o
Reference: For the Federal Direct Loan Program, schools must maintain a copy of the
34 CFR 685.309 application data submitted to ED and, on request, produce a record of:

the amount of the loan and the loan period,
the amount and date of tuition and fees paid for the loan period,

the data in an individual student budget or the school’s itemized
standard budget that were used in calculating the student’s ‘

estimated cost of attendance,

the sources and amounts of financial aid available to the student
that the school used to determine the student’s estimated financial
aid for the loan period,

the cost of attendance used to determine the student’s loan,

the amount and basis of the calculation of any refund paid to or on
behalf of a student,

for a subsidized Direct Loan, the data used to determine the
student’s EFC,

for a subsidized or unsubsidized Direct Loan, the date of each
disbursement of the loan,

the date of each disbursement of the loan and the amount of the
disbursement,

the borrower’s information collected at the exit interview and
documentation that confirms that the student received entrance and
exit loan counseling,

all record involved in any loan, claim, or expenditure questioned by ‘
a federal audit until the resolution of any audit questions,

\

E lﬁC-‘;6

Aruitoxt provided by Eic:
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»  program records that are reconciled at least monthly,
e each student’s account and status, and

« the eligibility of each student assisted under the program and how
each student’s need was met.

Record-Retention Requirements

Reference: Schools must retain all required records for a minimum of three years.

* Student Financial Aid However, the starting point is not the same for all records. The table below
Z;;Zs;;k;ngstltut/ona/ describes the required minimum retention period for records under various
Participation Title IV programs. In addition, some states require schools to retain such

« 34 CFR 668.24(e) records for longer periods.

Minimum Record-Retention Periods

End of the -| | End of the: | | End of the Theloanis || The date on
awardyear || awardyear. || award year | |satisfied or the | | which aloan
. .inwhich .~ for which im which the | | documents are | | is assigned
Title IV Program the report | | the-aid was | | student last needed to toED,
was awarded” - attended enforce the cancelled, or
submitted || . - obligation repaid
1 I II ; II ll
Campus-Based and Pell Grant__ _ __ _ __ l_____w._l_____l____i____
I I I |

Except: | | |
*  Fiscal Operations Report and | | A | I I
I

Application to Participate | | | I
(FISAP) and supporting records__w_}_____{__-____J____i____
|

| | | |
*  Perkins repaymentrecords____l._____|._____+____:____ l —

»  Perkins original promissory notes | | | I
andrepaymentschedules____+____+____+w_____l____
I I I
FFEL and Direct Loans | | I

|

|

R
¢ Records related to borrower’s | | | | :
eligibility and participation____l._____—i————— jl—_—_—l'____
| I
| I
T
|

»  All other records, including any I I I
‘ other reports ot forms— — — — — @'_I—_——_I—___—F__—
I I | |
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o Reference:

* Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.24(d)

o Reference:
* 34 CFR 668.24(d)(3)(ii)

*The original format is in
the form of a magnetic
tape, cartridge, or as it
was archived using
EDExpress software.

o ..
Reference:

* Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.24(f)

Record Maintenance

A school must maintain all required records in a systematically organized

manner. Unless a specific format is required, a school may keep required
records in hard copy, microform, computer file, optical disk, CD-ROM, or

other media form.

Regardless of the format used to keep a record, all records (except ISIRs)

must be retrievable in a coherent hard copy format.

* A coherent hard copy format includes, for example, an easily
understandable print out of a computer file.

Any document that contains a signature, seal, certification, or any other
image or mark required to validate the authenticity of its information must

be maintained in its otiginal hard copy or in an imaged media format.

* A school may maintain a record in an imaged media format only if

the format is capable of reproducing an accurate, legible, and

complete copy of the original document. When printed, the copy
must be approximately the same size as the original document.

Special Requirements

Special maintenance and availability requirements apply to SARs and ISIRs .
because it is essential that these basic eligibility records be available in 2
consistent, comprehensive, and verifiable format for program review and

audit purposes.

* The SAR must be available in its otiginal hard copy format or in an

imaged media format.

* The ISIR, an electronic record, must be maintained and available in
its original format¥, that is, as it was supplied by ED to the school.

A school that uses EDExpress softwate has the ability to maintain the ISIR
data that it has maintained during the award year by archiving the data to a
disk or other computer format.

Records Examination

Schools must make their records available to ED at an institutional location
that ED designates. These records must be readily available for review,
including any records of transactions between a school and the financial

institution where the school deposits its Title IV funds.

A school and its third-party servicer must cooperate with the agencies or
individuals conducting audits, program reviews, investigations, or other

The Blue Book
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General Institutional Responsibilities

reviews authorized by law. This cooperation must be extended to the
‘ following individuals and their authorized representatives:

* independent auditors,

» the U.S. Secretary of Education,

» ED’s Inspector General,

+ the Comptroller General of the United States,

* any guaranty agency in whose program the school participates, and
* the school’s accrediting agency.

A school or its third-party servicer in the review process must cooperate by
providing timely access to requested records, pertinent books, documents,
papers, or computer programs for examination and copying.

A school or its third-party servicer must also provide reasonable access to
all personnel associated with the school’s or servicer’s administration of
federal student financial aid programs so that any of the agents listed above
may obtain relevant information. A school or its third-party servicer has
not provided reasonable access if it:

‘ « refuses to allow personnel to supply all relevant information,

* permits interviews with those personnel only if the school’s or
servicer’s management is present, or

*  permits interviews with those personnel only if the interviews are
tape recorded by the school or servicer.

If ED requests it, a school or its third-party servicer must promptly provide
any information about the last known address, full name, telephone
number, enrollment information, employer, and employer address of

Title IV fund recipients who attend or attended the school. A school must
also provide this information, on request, to a lender or guaranty agency in
the case of a borrower under the FFEL Program.

Reference: A school must still maintain required records, if the school:
* 34 CFR 668.24(d)(4)(i) .y .
(ii) * stops providing educational programs,

« is terminated or suspended from participating in a Title IV
program(s),
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E

- ;'
Reference:

* Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

1
Reference:

* 34 CFR Part 99

undergoes a change of ownership that results in a change in control, ‘
or

closes.

These records must be accessible for inspection and copying by the
Secretary or the Secretary’s authorized representative and the appropriate
guaranty agency (if applicable).

Disclosing Student Information

The Family Education Rights and Privacy Act of 1974 (FERPA) sets
certain conditions on disclosure of personal information from records kept
by schools participating in Title IV programs. The law pettains to all
students attending these schools, not just Title IV recipients. In addition,
federal regulations issued under FERPA apply to all school records,
including admissions records, academic records, and financial aid records.

FERPA excludes from the definition of “education records” (and from the
restrictions and rights of access under FERPA) records that are maintained
by a law enforcement unit of an education agency or institution that were
created by that unit for the purpose of law enforcement.

School Requirements ‘

Under FERPA, a school is required to:

develop a written policy listing the types and locations of education
records maintained by the school and stating the procedures for
students and parents to review the records,

notify students and parents of their rights with respect to education
records, and

document the student’s file each time personally identifiable

information is disclosed to a person other than the student.

Student Rights

A student has the right to:

* inspect and review his or her education records,

request an amendment to the records, and

¢ 60
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‘ * if the request for an amendment is denied, to request a hearing to

challenge the contents of the education records on the grounds that
the records are inaccurate, misleading, or violate the student’s
rights.

Disclosure to Third Parties

Reference: FERPA regulations also govern the disclosure of student information to

« Student Financial Aid parties other than the student. There are several conditions under which
Handbook: Institutional | personally identifiable information may be disclosed without the student’s
Eligibility and prior written consent. Some of these conditions are of interest to the fiscal
Participation officer:

+ Disclosure may be made to authorized representatives of ED, ED’s
Office of Inspector General, or state and local education authorities.
These officials may have access to records as part of an audit or
program review or to ensure compliance with Title IV program
requirements.

 Disclosure may be made if it is in connection with financial aid that
the student received or applied for. Information may only be
released if it is needed to determine the amount of the aid, the
conditions for the aid, the student’s eligibility for the aid, or to
‘ enforce the terms or conditions of the aid.

 Disclosure may be made to the student’s parent, if the student is a
dependent of the parent as defined by the Internal Revenue Service.

» Disclosure may be made to organizations that are conducting
studies concerning administration of student aid programs on behalf
of educational agencies or institutions.

Recording Disclosures

Schools are required to keep a record of each request for access and each
disclosure of personally identifiable student information. The record must
identify the parties who requested the information and their legitimate
interest in the information. This disclosure record must be maintained as
long as the records themselves are maintained.

Record Management Procedures

It is essential that schools maintain records related to Title IV programs in
an organized manner. Good record-management procedures assist

institutions in carrying out daily functions associated with administering
‘ Title IV funds, filing required reports in an accurate and timely manner, and
maintaining a clear audit trail.

Q
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One important aspect of record management is careful and orderly filing of ‘
original records. Many schools establish individual, cumulative student aid

files, separating documents within each student’s file on the basis of award

year.

Clear Audit Trail

Although it is important to keep original records used in processing
financial aid, schools must also have a record-keeping system that traces
transactions involving those records. A school’s record-keeping procedures
should allow for establishing and maintaining a clear (easily followed) audit
trail. A clear audit trail is defined as maintaining required documentation

that supports each transaction involving receiving or expending federal
funds.

A school may maintain records in a manual, paper-based system or in a
computer database, or it may use a combination of these methods. For
example, a school that uses an automated system to manage records might
also maintain paper files that contain original documents needed to support
the electronic information stored in a database. As imaging technology
becomes more available, schools might choose to maintain electronically
imaged documents in lieu of paper originals.

In-House Control Documents ‘

The in-house control documents a school uses to manage records can vary
on the basis of institutional policies and procedures. Some commonly used
control documents, whether paper or electronic, include:

* a communication log that summarizes all in-person or telephone
contacts with a student or about a student’s financial aid;

* a document control checklist that monitors documents received
against documents needed to process a student’s financial aid;

* an award packaging log that shows how and when a student’s award
was packaged and by whom;

* aloan status log for each federal student loan program that tracks
loan applications, disbursements, entrance and exit loan counseling,
refunds, repayments, and collection activities (if applicable); and

* a student master record that contains financial aid information for a
student for each award year.
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. Student Master Record

A student master record is used to record basic information relating to a
student’s application for and receipt of financial aid. The student master
record typically contains:

* demographic information, such as name, address, date of birth, and
citizenship status;

* enrollment information, such as admission status, enrollment dates,
credits attempted and completed, and grade point average;

* need analysis information, such as Expected Family Contribution
(EFC), family income, and cost of attendance (COA);

* award information, such as amounts and sources of funds awarded
and whether awards were accepted or declined; and

 student account information, such as tuition and fee chatges
assessed, cash payments made by a student or parent, financial aid
disbursements, and refunds and repayments.
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Appendix F—Ratio Methodology for Proprietary Institutions

Section 1: Ratios and Ratio Terms

Primary Reserve Ratio = Adjusted Equity
Total Expenses

Equity Ratio Modified Equity

Modified Assets

Income Before Taxes
Total Revenues

Net Income Ratio

Definitions:

Adjusted Equity = (total owner’s equity) — (intangible assets) — (unsecured related-party
receivables) — (net property, plant, and equipment)* + (post-employment and retirement
liabilities) + (all debt obtained for long-term purposes)**

Total Expenses excludes income tax, discontinued operations, extraordinary losses, or change
in accounting principle.

Modified Equity = (total owner’s equity) — (intangible assets) — (unsecured related-party
receivables)

Modified Assets = (total assets) — (intangible assets) — (unsecured related-party receivables)
Income Before Taxes is taken directly from the audited financial statement.

Total Pre-Tax Revenues = (total operating revenues) + (non-operating revenue and gains)
Investment gains should be recorded net of investment losses. No revenues shown after
income taxes (e.g., discontinued operations, extraordinary gains, or change in accounting
principle) on the income statement should be excluded.

*  The value of plant, propetty, and equipment is net of accumulated depreciation, including
capitalized lease assets.

** The value of all debt obtained for long-term purposes includes the short-term pottion of the debt,
up to the amount of net propetty, plant, and equipment.

Source: 34 CFR 668 Subpart K. Added November 25, 1997, effective July 1, 1998.
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Appendix F—Ratio Methodology for Proprietary Institutions

Balance Sheet

Cash

$ 190,000

Accounts Receivable

1,010,000

Prepaid Expenses

150,000

Inventoried

130,000

Note Receivable from Affiliate

200,000

Investments

330,000

Total Current Assets

Section 2, Calculating the Ratios from the Balance Sheet and Income Statement

Statement of Income and Retained Earnings

Operating Income

$ 9,700,000

Non-Operating Income

300,000

Total Income

10,000,000

Cost of Goods Sold

6,800,000

Administrative Expenses

2,600,000

Depreciation Expense

60,000

Interest Expense

Property and Equipment, net Total Expenses 9,500,000
Amount Due from Owner 170,000 Other: Gain on Sale of
Goodwill 80,000 Investments 10,000
Organization Costs 20,000 Net Income Before Taxes 510,000
Deposits 60,000 Federal Income Taxes 153,000
Total Assets 2,890,000 Net Income After Taxes 357,000
Accounts Payable 200,000 Extraordinary Loss, net of Tax 800,000
Accrued Expenses 330,000 Net Income (443,000)
Current Portion of Remﬁf;f;:;igfsy’ear 1,263,000
Long-Term Debt 120,000 .
Deferred Revenue 650,000 Total Expenses
Total Current Liabilities
Long-Term Debt, net of Primary Reserve Ratio = (lines) 23-5-9-10-8+(16+19)* = § 760.000 = 0.080
Current Portion 330,000 32 $9,5000.000
Total Liabilities | 1,630,000 Bavity Ratio Ry -
Contributed Capital NetlncomeRaio = (ine) 34 =L = oo
Retained Earnings *  Long-Term Debr (lines 16 + 19) cannot exceed Property and
Total Owner'’s Equity | 1,260,000 Equipment (line 8) in the formula.
Total Liabilities and Source: 34 CFRE68 Subpart K. Added November 25, 1997, effective July 1, 1995.
Owner’s Equity 2,890,000
Q ne1999 The Blue Book 2.65
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Appendix F—Ratio Methodology for Proprietary Institutions

Section 3: Calculating the Composite Score

Step 1: Calculate the strength factor score for each ratio, by using the following algorithms:

Example (for Proprietary Institutions)

*Primary Reserve strength factor score = 20 x* Primary Reserve ratio result: | 20x0.080 = 1.6@
*Equity strength factor score = 6 x Equity ratio result: I 6x0.332 = 1.992]
*Net Income strength factor score = 1 + (33.3 x Net Income ratio result): Ll +(33.3x0.051) = 2.698]

If the strength factor score for any ratio is greater than or equal to 3, the strength factor score for that ratio is 3. 1f the
strength factor score for any ratio is less than or equal to -1, the strength factor score is that ratio is -1.

Step 2: Calculate the weighted score for each ratio and calculate the composite score by adding the three

weighted scores.

Example (for Proprietary Institutions)
'Pﬁmir)r Reserve weighted score = 30% x Primary Reserve strength factor scote: H.30 x 1.600 = 0.4@'
*Equity weighted score = 40% x Equity strength factor score: l 0.40x1.992 = 0.797]
«Net Income weighted score = 30% x Net Income strength factor score: ITJO x2.698 x= 0.809]
*Composite score = sum of all weighted scores: 170.480 +0.797 +0.809 = 2.086]
*Round the composite score to one digit after the decimal point to determine the final score: I 2.1|

* The symbol “x” denotes multiplication.

Source: 34 CFR 668 Subpart K. Added November 25, 1997. etfective July 1, 1998.
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Appendix G—Ratio Methodology for Private Non-Profit Institutions

Section 1: Ratios and Ratio Terms

Primary Reserve Ratio = Expendable Net Assets
Total Expenses
Equity Ratio = Modified Net Assets
Modified Assets
Net Income Ratio = Change in Unrestricted Net Assets

Total Unrestricted Revenue
Definitions:

* Expendable Net Assets = (unrestricted net assets) + (temporarily restricted net assets) —
(annuities, term endowments, and life income funds that are temporarily restricted) -
(intangible assets) - (net property, plant, and equipment)* + (post-employment and retirement

‘ liabilities) + (all debt obtained for long-term purposes)**

* Total Expenses is the total unrestricted expenses taken directly from the audited financial
statement.

* Modified Net Assets = (unrestricted net assets) + (temporarily restricted net assets) +
permanently restricted net assets) - (intangible assets) - (unsecured related-party receivables)

* Modified Assets = (total assets) — (intangible assets) — (unsecured related-party receivables)
¢ Change in Unrestricted Net Assets is taken directly from the audited financial statement.

* Total Unrestricted Revenue is taken directly from the audited financial statement. (This
amount includes net assets released from restriction during the fiscal year.

*  The value of plant, property, and equipment is the net of accumulated depreciation, including
capitalized lease assets.

** The value of all debt obtained for long-term purposes includes the short-term portion of the debt,
up to the amount of net property, plant, and equipment.

Source: 34 CFR 668 Subpart K. Added November 25, 1897, effective July 1, 1988.
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Appendix G—Ratio Methodology for Private Non-Profit Institutions

ios from the Balance Sheet and Statement of Activities
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General Institutional Responsibilities

’ Appendix G—Ratio Methodology for Private Non-Profit Institutions

Section 3: Calculating the Composite Score

Step 1: Calculate the sttexigiﬁ fsetdf scote:"fdr each réutio,' l;yusmgthe following algorithms:

" Example (for Private Non-Ptofit Institutions)

*Primary Reserve strength factor score =10 iz".“Ptitﬁaxy‘Reeery'e;\r.atio result: l 10x0.188 = 1.88(ﬂ

*Equity strength factor score'= 6 x Eqmty ratio result: l 6x0.350 = 2.10(L|

*Because the Net Income ratio is ﬁegatliye,,th;e a.lgonthm for degaﬁve net income s
used—Net Income strength factor score = 1.+ (25 x Net Income ratio result): | 1+ (25x-0.0015) = 0.‘)63J

(Note: If the Net Income ratio res;ﬂ; is positive, thefollowmg z.lgonthm is used, Net Income strength factor score = 1 +
(50 + Net Income ratio result)—IfIthe Neé:'Iﬁcbme tatio t&dt is 0, the Net Income strength factor score is 1).

If the strength factor score for: any ratio is greater than ot equa.l to 3 the strength factor score for that ratio is 3. If the
strength factor score for any ratio is Iess than or equa.l to ~1 t.he strengt.h factor score for that ratio is -1.

‘ Step 2: Calculate the wenghted score £or &ch rauo and calculate the composltc score by adding the threc
weighted scores. ’ . o

Egr,ample (for Private Non-Profit Institutions)

*Primary Reserve wcnghted score = 40% x anary Reserve sttength factor score: W40 x 1.880 = 0.752 l

*Equity weighted score = 40% x Eqmty stxength factor score’ e l 0.40 x 2.100 = 0.840 ]

*Net Income weighted score = 20% x Net Incomc strcngth factor score: F).ZO x3.963 x =0.193 ]
*Composite score = sum of all \veighted' ;ebres: ) B o I .752 4+ 0.840 + 0.193 =1.785 ]
*Round the composite score to one dxguaftet the decimal pdiqt to determine the final score: r 1.8 l

* The symbol “x” denotes mulu'plicacion-. :

Source: 34 CFR 668 Subpart K. Added November 25, 1997, etfective July 1. 1998.

‘ BEST COPY AVAILABLE
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Reference:

* Student Financial Aid
Handbook: Campus-
Based Programs
Reference

= ,'
Reference:

* See Chapter 6 of this

Obtaining Authorization for
Campus-Based Funding

Summary

This chapter gives an overview of fiscal matters that pertain to the
campus-based programs (Federal Supplemental Educational Opportunity
Grant, Federal Work-Study, and Federal Perkins Loan). Topics discussed
include the funding process, federal and nonfederal shares of funding,
administrative cost allowance, and funds available for awards.

= ey Terms
administrative cost allowance (ACA) Federal Work-Study (FWS)

allocation Fiscal Operations Report and Applica-
carry forward/carry back tion to Participate (FISAP)
community service Institutional Capital Contribution (ICC)

Department of Education Central Job Location and Development (JLD)

Automated Processing System Program

(EDCAPS) level of expenditure (LOE)
Federal Capital Contribution (FCC) nonfederal share

Federal Perkins Loan Work-College Program

Federal Supplemental Educational
Opportunity Grant (FSEOG)

3.1 Funding Process

Campus-based funds are allocated by the U.S. Department of Education
(ED) to institutions that then, in turn, administer the funds on behalf of ED
and according to applicable laws and regulations. These programs are
referred to as “campus-based” because they are administered directly by
schools rather than by ED.

To receive campus-based funds, eligible institutions must apply for the
funds annually. Schools also must report on their use of campus-based

book funds on an annual basis. The report used to satisfy both these
requirements is the Fiscal Operations Report and Application to Participate
Q" ne1999 The Blue Book 3_1
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Chapter 3

Applying for Funds .

To receive campus-based funds for one or more campus-based programs,
schools must submit a FISAP to ED for each award year that they wish to
receive funds. The deadline for filing the FISAP is October 1 of the
calendar year that precedes the award year. For example, for 2000-01
award-year funding, institutions must file a FISAP by October 1, 1999.

Reference: All schools that apply are required to use the electronic FISAP. ED no
* Federal Register, longer provides or accepts paper, diskettes, or magnetic FISAP forms.

September 19, 1997 Beginning with the 1999-2000 award year, schools will be required to
* DCL-CB-98-2 submit their FISAP to the campus-based program contractor via TIV WAN
* DCL-CB-98-16 using the EDConnect and FISAP for Windows software. The data will be
processed and returned to the school’s electronic mailbox.

Reference: Using the information on the FISAP, ED determines the amount of federal
* See Chapter 6 of this funds the school will receive for the award year for one or more of the
book

campus-based programs. This amount is called an “allocation.”

Allocating Funds

Reference: ED calculates a school’s allocation of campus-based funds on the basis of

« HEA, Part A, Section allocation formulas prescribed in federal law and funding appropriated by
413(D)(a) Congress. An institution will not receive an allocation that exceeds the

* HEA, Part C, Section amount it requested on its FISAP, even if it is eligible for additional funds.
442(a)(b)

* HEA, Part E, Section Beginning with the 2000-01 award year and thereafter, the allocation
446(a)(b) formulas will change. The base for the allocation will be equal to the total

g q
» DCL-CB-99-4

of the base guarantee plus the pro-rata share amount received for the
1999-2000 award year. Any appropriations above this amount will be
distributed under the fair share calculation using the latest data available.

* DCL-CB-98-28

For 2000-01, the pro-rata share will be eliminated and the allocation will be
based on an institution’s 1999-2000 base guarantee. Funds in excess of the
base guarantee will be distributed totally through a fair-share computation.
However, the base guarantee for a specific award year will be zero for any
institution with a cohort default rate of 25 percent or higher for the Federal
Perkins Loan Program.

In March each year, ED sends schools an “Official Notice of Funding” to

*Beginning with the notify them of their final allocations* for each campus-based program. This
2000-2001 FISAP, tentative
and final allocations will

be sent to schools funds listed for each campus-based program in which it participates and for

electronically. which it has requested funds. A sample copy of an “Official Notice of
Funding” for an initial allocation begins on page 3-4.

notice is a school’s authorization to spend up to the amount of federal

. The Blue Book 10 1 June 1999




Obtaining Authorization for Campus-Based Funding

an award year, they are required to return unexpended allocations of federal
funds to ED so that the money can be reallocated to schools that need
additional campus-based funds (called supplemental allocations). This

@ Reference: return of a school’s unexpended allocated funds is called “releasing
« See Section 4.10 of this campus-based funds.” A sample copy of an “Official Notice of Funding”

’ If schools do not use their total allocations of campus-based funds during

book for a supplemental allocation begins on page 3-6.
Reference: In June each year, ED sends schools a letter requesting them to report funds
+ DCL-CB-98-7 (LD) that will not be spent by June 30 of that year and that can be released by

ED for use in the next award year.

Q ne1999 The Blue Book 3_3
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Chapter 3

UNITED STATES DEPARTMENT OF EDUCATION ‘

Office of Postsecondary Education

Regional
991689
HUSSON COLLEGE

ONE COLLEGE CIRCLE
BANGOR ME 04401 DATE: MARCH 15, 1999

OFFICIAL NOTICE OF FUNDING THE FEDERAL SUPPLEMENTAL EDUCATIONAL
OPPORTUNITY GRANT, FEDERAL WORK-STUDY AND/OR FEDERAL PERKINS LOAN PROGRAMS

GRANT PERIOD: JULY 1, 1999 THROUGH JUNE 30, 2000
FEDERAL SUPPLEMENTAL EDUCATIONAL OPPORTUNITY GRANT PROGRAM

DOCUMENT NUMBER: P007A991689 $373,635

PROJECT CODE: H300072 APPROPRIATION NO: 919/00200 0.C.C. 4110L ‘

FEDERAL WORK-STUDY PROGRAM
DOCUMENT NUMBER: PO033A991689 $210,097

PROJECT CODE: H400333 APPROPRIATION NO: 919/00200 0.C.C. 4110L

FEDERAL PERKINS LOAN PROGRAM

LEVEL OF EXPENDITURE: $250,000
DOCUMENT NUMBER: P038Aa991689
FEDERAL CAPITAL $32,799
CONTRIBUTION
PROJECT CODE: H500381 APPROPRIATION NO: 919/00200 0O.C.C. 4110L

600 INDEPENDENCE AVE., S.W. WASHINGTON, D.C. 20202

o4 The Blue Book . 1 0 3 June 1999




Obtaining Authorization for Campus-Based Funding

PAYMENTS UNDER THIS AWARD WILL BE MADE AVAILABLE THROUGH THE DEPARTMENT OF

‘ EDUCATION (ED) PAYMENT MANAGEMENT SYSTEM ADMINISTERED BY THE ED OFFICE OF
MANAGEMENT AND BUDGET/CHIEF FINANCIAL OFFICER. INQUIRIES REGARDING PAYMENT

SHOULD BE DIRECTED TO:

DEPARTMENT OF EDUCATION
ACCOUNTING AND FINANCIAL MANAGEMENT SERVICE

600 INDEPENDENCE AVENUE, S.W.
WASHINGTON, D.C. 20202-4331

Drite s frope

MICHELE L. SELVAGE, DIRECTOR
INSTITUTIONAL FINANCIAL MANAGEMENT DIVISION
ACCOUNTING AND FINANCIAL MANAGEMENT SERVICE

#

O ine1999 The Blue Book 3-5
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Chapter 3

991689

HUSSON COLLEGE

ONE COLLEGE CIRCLE
BANGOR ME

04401

UNITED STATES DEPARTMENT OF EDUCATION

Office of Postsecondary Education

DATE: SEPTEMBER 18, 1999

OFFICIAL NOTICE OF FUNDING THE FEDERAL SUPPLEMENTAL EDUCATIONAL

OPPORTUNITY GRANT,

GRANT PERIOD: JULY 1,

1999 THROUGH JUNE 30,

FEDERAL WORK-STUDY AND/OR FEDERAL PERKINS LOAN PROGRAMS

2000

FEDERAL SUPPLEMENTAL EDUCATIONAL OPPORTUNITY GRANT PROGRAM

DOCUMENT NUMBER: P007A991689

PROJECT CODE: H300072

ADJUSTMENT
$1,298

ADJUSTED AWARD
$374,933

APPROPRIATION NO: 919/00200 0.C.C. 4110L

FEDERAL WORK-STUDY PROGRAM

DOCUMENT NUMBER:

PROJECT CODE:

APPROPRIATION NO: 0.C.C. 4110L

FEDERAL PERKINS LOAN PROGRAM

LEVEL OF EXPENDITURE:
DOCUMENT NUMBER:

PROJECT CODE:

FEDERAL CAPITAL
CONTRIBUTION

APPROPRIATION NO: 0.C.C. 4110L

600 INDEPENDENCE AVE., S.W. WASHINGTON, D.C. 20202

ERIC

Aruitoxt provided by Eic:
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Obtaining Authorization for Campus-Based Funding

EDUCATION (ED) PAYMENT MANAGEMENT SYSTEM ADMINISTERED BY THE ED OFFICE OF
MANAGEMENT AND BUDGET/CHIEF FINANCIAL OFFICER. INQUIRIES REGARDING PAYMENT

SHOULD BE DIRECTED TO:

‘ PAYMENTS UNDER THIS AWARD WILL BE MADE AVAILABLE THROUGH THE DEPARTMENT OF

DEPARTMENT OF EDUCATION
ACCOUNTING AND FINANCIAL MANAGEMENT SERVICE

600 INDEPENDENCE AVENUE, S.W.
WASHINGTON, D.C. 20202-4331

Drite s feope

MICHELE L. SELVAGE, DIRECTOR
INSTITUTIONAL FINANCIAL MANAGEMENT DIVISION
ACCOUNTING AND FINANCIAL MANAGEMENT SERVICE

f
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Chapter 3

» Reference:

* 34 CFR 674.2
* 34 CFR 674.8

*However, if a school
transfers Federal
Perkins Loan funds to
either FSEOG or FWS
before depositing those
funds in the school’s
Perkins Loan fund, the
school does not have to
provide an ICC match for
the funds transferred.

If a school deobligates 10 percent or more of its initial allocation (plus any
supplemental allocation of funds from any campus-based program), the
allocation for that program for the next award year will be reduced by that
same amount, #nless the school can show just cause for underusing the
funds. To do this, a school submits a waiver request; ED decides whether
the request is approved or denied. The funding reduction may be waived by
ED if it finds that enforcing the reduction would be counter to the interests
of the affected campus-based aid program(s).

A school’s total drawdowns from the Grant Administration and Payment
System (GAPS) for a campus-based awatd should equal the federal
expenditures reported for each campus-based program on the school’s
Fiscal Operations Report and Application to Participate (FISAP).

3.2 Federal and Nonfederal Shares of Funding

To make The Blue Book a more effective reference tool, the formulas for
determining nonfederal shares, administrative cost allowance, and the
amount of funds available for making awards are discussed in this chapter.

The total amount that a school may spend on any campus-based program is

a dollar figure composed of both federal and nonfederal funds. For each

program, there are rules for determining what share of the total amount may .
come from federal funds and what share of the total amount must come

from nonfederal funds.

Federal Perkins Loan Program

The amount of Federal Perkins Loan Program funds provided to an
institution for an award year by the federal government is called the Federal
Capital Contribution (FCC). Schools must provide an additional share from
their own funds called the Institutional Capital Contribution (ICC). The
ICC must equal or exceed:

* one-third (33 1/3 percent) of the FCC or
* one-quarter (25 percent) of the combined FCC and ICC.*

For example, if a school received an FCC of $30,000, it would be required
to provide an ICC of at least $10,000, for a combined amount of $40,000.

The total amount of Federal Perkins Loan funds allocated to an institution

for a given award year is equal to the total of the FCC plus the ICC

(FCC + ICC = Federal Perkins Loan funds). This allocation amount differs

from the institution’s approved level of expenditure (LOE), which is ‘

discussed shortly. The allocation represents “new” money added to a

“

o
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Reference:

e Student Financial Aid
Handbook: Campus-
Based Programs
Reference

* 34 675.26

Obtaining Authorization for Campus-Based Funding

school’s established Federal Perkins Loan fund, and it is used to make loans
to students and to pay administrative and collection costs.

Level of Expenditure (LOE)

The level of expenditure (LOE) is the maximum dollar amount that ED
allows a school to expend from the school’s loan fund in a given award year.
This includes all authorized expenditures for the program, such as all loans
to students, administrative cost allowance (ACA), and collection costs.
The LOE equals the total of FCC, ICC, funds available from the school’s
collection of Federal Perkins Loans in repayment, and anticipated cash on
hand (FCC + ICC + collected loans + cash on hand = LOE). To ask for
an increase in their LOE, schools make the request through the appropriate
ED Area Case Director of the regional Case Management Team that serves
their state. The telephone numbers for the case management teams and
divisions are found on page 3 of Appendix D.

Federal Work-Study (FWS) Program

Federal Share and Nonfederal Share

In general, the federal share of Federal Work-Study (FWS) wages paid to
students (other than those employed by a private, for-profit organization)
may not exceed 75 percent. (The 75 percent applies to expenditures for
FWS wages, not administrative cost allowance.) Schools must provide at
least 25 percent of their students’ total FWS wages from nonfederal
sources. For example, if a school wanted to spend $45,000 of its FWS
federal funds for student wages, it would be required to provide at least
$15,000 in nonfederal funds. A total of $60,000 would then be available to
pay student wages under the school’s FWS Program.

There are situations when the ratio of federal share to nonfederal share of
75 percent/25 percent does not apply.

o Schools are allowed to provide more than the required minimum
25 percent nonfederal share. For example, if a school received $60,000
in federal funds and wished to spend a total of $100,000 for student
FWS wages, it may spend $40,000 of nonfederal funds to do so. In
this example, the federal share of students’ total earned
compensation under the FWS program expenditures would be
60 petcent, while the nonfederal share would be 40 percent.

o For off-campus FWS jobs with private, for-profit organizations, the federal
share of wages paid to students is limited to 50 percent. The school and/or
employer must provide a nonfederal share of at least 50 percent.
The school and employer may contribute a nonfederal share that

M

\‘l
-une 1999
ERIC
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E

» Reference:

* DCL-CB-98-6

- i
Reference:

¢ 34 CFR Parts 607-609

Reference:

* 34 CFR 675.27

exceeds the required 50 percent. However, an institution may use
no more than 25 percent of its total current year original allocation '
and supplemental allocation to pay wages to students employed

with off-campus, for-profit organizations.

*  The federal share of compensation paid to students employed as reading tutors
or in family literacy activities may exceed 75 percent and may be as high as
100 percent.

*  The federal share can be as much as 90 percent and the nonfederal share can
be as little as 10 percent for students who work in certain public and nonprofit
organizations. Only organizations that don’t have the funds to pay
the regular 25 percent share are eligible to pay a reduced nonfederal
share. In addition, the school may not own, operate, or control the
organization. No more than 10 percent of a school’s FWS students
may benefit from this provision.

*  The federal share can be 100 percent for an eligible institution under the
Strengthening Institutions, or Strengthening Historically Black Colleges and
Universities Programs, and Strengthening Historically Black Graduate
Institutions Program under Title III. These institutions must request a
waiver on Part II of the FISAP each award year.

onfederal Share Sources '

The nonfederal FWS share may come from any resource available to a
school:

* The school can pay the nonfederal share from its own funds or other
nonfederal sources, outside funds from an off-campus employer, or
a combination of these types of funds.

* The school can also pay the nonfederal share in the form of
non-cash contributions of services and equipment, such as tuition
and fees, room and board, books, and supplies.

Community-Service Jobs

The HEA requires schools to spend a portion of their FWS allocations
(original and supplemental) to compensate students working in community-
service jobs. A community-service job is defined as an activity that
improves the quality of life or solves a problem for a community’s residents,
especially its low-income residents. Examples of community services
include health care, child cate, public safety, crime prevention and control,
tural development, and community improvement. These services must be

open to the entire community, not just the school’s employees and students. ‘

¢ 10
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Obtaining Authorization for Campus-Based Funding}

For the 1999-2000 award year, a school must use at least 5 percent of its
' annual FWS allocation (original and supplemental) to compensate students
working in community-service jobs. A school may request 2 waiver of this
requirement; the request must be in writing. ED approves this type of
waiver only if it decides that a school has proved that enforcing the
requirement would cause a hardship for its students. The school may also
use FWS funds to pay students for a reasonable amount of time spent in
travel or training that is directly related to a community-setvice job.

Beginning with the 2000-01 award year:

+ A school must use at least 7 percent of its annual FWS allocation
(original and supplemental) to compensate students working in
community-setvice jobs. (A school may still request a waiver.)

« The community services for which the school’s students receive
FWS funds must include at least one family literacy project or one
reading tutoring project for children and employ FWS students.

In recent years, family literacy and tutoring children in reading have also

become federal ptiorities. As a result, the federal share for FWS students

can be as high as 100 percent if they work in family literacy programs or as
reading tutors. These tutoring jobs can also count toward the community-

‘ service requirement if the entire community can benefit, not just, for
example, children of professors.

+ In 2000-01, ED will give priority for reallocating returned FWS
funds to schools that used at least 5 petcent of their total FWS
allocations to pay students employed as reading tutors ot in family
literacy activities. '

Job Location and Development (JLD) Program

Reference: The Job Location and Development (JLD) Program enables schools to

* 34 CFR 675.31-675.37 expand off-campus job opportunities for students. Off-campus employers,
rather than schools, pay wages to students whose jobs are located ot
developed through the JLD Program. Because no federal funds are used to
pay wages, students employed through the JLD Program are not required to
meet standard FWS eligibility critetia.

A school may use up to 10 percent or $50,000 (whichever is less) of its
FWS allocation to establish or expand a program to locate and develop
off-campus jobs, including community-service jobs. Jobs located or
developed under the program may be for either profit ot nonprofit

‘ employers.

#
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]
Reference:

* 34 CFR 675.41-675.50

Reference:

¢ HEA, Part C, Section
448

Reference:

* Student Financial Aid
Handbook: Campus-
Based Programs
Reference

* 34 CFR 676.21(a)
* 34 CFR Parts 607-609

JLD Program expenses may be used to pay up to 80 percent of allowable
costs. The school must provide the remaining 20 percent of allowable
costs, either in cash or in services.

The federal funds that a school sets aside from its FWS allocation for ‘

Work-College Program

A “work college” is defined as an eligible public or private, nonprofit school
with 2 commitment to community service. The school must:

* have operated a comprehensive work-learning program for at least
two years,

* require all students who reside on campus to participate in a
comprehensive work-learning program,

* have a program that requires providing setvice as an integral part of
the school’s educational program and is part of the school’s
educational philosophy, and

*  provide students in the comprehensive work-learning program with
an opportunity to contribute to their education and to the welfare of
the community.

Schools that satisfy the HEA definition of “work colleges” may apply to ‘
ED to participate in the program. In addition to federal appropriations,

schools can transfer FWS and new FCC funds for Perkins Loans to only the
Work-College Program.

Work colleges may use available funds to coordinate and carry out projects
that promote work-service learning. They may also use those funds to
conduct a comprehensive longitudinal study of academic progress and
academic career outcomes.

Federal Supplemental Educational Opportunity Grant (FSEOG)
Program

The federal share of Federal Supplemental Educational Opportunity Grant
(FSEOG) awards made to students may not exceed 75 percent of the total
FSEOG awards made by the school. The school must ensure that there is a
nonfederal match of 25 percent of the total FSEOG awards.

* The federal share can be 100 percent for an eligible institution under
the Strengthening Institutions, or Strengthening Historically Black
Colleges and Universities Programs, and Strengthening Historically
Black Graduate Institutions Program under Title III. These ‘

The Blue Book. June 1999
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Obtaining Authorization for Campus-Based Funding

institutions must request a waiver on Part II of the FISAP each

. award year.

There are three methods by which an institution may meet the 25 percent
nonfederal share requirement for FSEOG:

«  Individual recipient basis—The school ensures that the nonfederal
match is made to each individual FSEOG recipient together with
the federal share in such a way that each student’s total FSEOG
award consists of 75 percent federal dollars and 25 percent
nonfederal dollars. A school using this method calculates and
documents on a student-by-student basis what portion of the
student’s FSEOG award comes from federal funds and what portion
comes from nonfederal funds.

«  Aggregate basis—The school ensures that the sum of all funds
awarded to all FSEOG recipients in a given award year consists of
75 percent federal dollars and 25 percent nonfederal dollars. A
school using this method calculates and documents on an aggregate
basis what portion of total federal and nonfederal dollars awarded to
all FSEOG recipients comes from federal funds and what portion
comes from nonfederal funds.

‘ +  For example, if a school awards 2 total of $60,000 to all FSEOG

recipients in 1999-2000, it must ensure that $45,000 comes
from federal funds and $15,000 comes from nonfederal funds.
The school may meet this requirement by awarding nonfederal
funds to FSEOG recipients on a student-specific basis. For
example, if the school makes a total of $60,000 in FSEOG
awards to a total of 100 students, the entire nonfederal share
may be met by awarding a total of $15,000 in nonfederal monies
to only five FSEOG recipients. However, each FSEOG
recipient must receive some FSEOG federal funds.

«  Fund-specific basis—The school establishes an FSEOG fund for
federal program funds and the required 25 percent nonfederal share.
Awards to FSEOG recipients are then made from this “mixed”
fund. A school using this method first creates a pool of funds
containing 75 percent federal dollars and 25 percent nonfederal
dollars, then makes FSEOG awards to students from this pooled

fund.
:
Reference: The nonfederal share of FSEOG funds must come from the school’s own
« 34 CFR 676.21(c) resources. Allowable nonfederal sources include institutional grants and
scholarships, tuition or fee waivers, state scholarships and grants, and
‘ foundation or other charitable organization funds.

/
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]
Reference:

* DCL-CB-96-16
* DCL-CB-97-14
* DCL-CB-98-15

ﬁ Reference:

* 34 CFR 673.7

ED has detetmined that state scholarships and grants may be used to meet
the nonfederal share requitement for FSEOGs. However, the portion of a
state scholarship or grant that comes from the Leveraging Educational

Assistance Partnership (LEAP) Program (previously known as the State

Student Incentive Grant [SSIG] Program) are not eligible funds for the

nonfederal share.

Annually, ED identifies the percentage of each state’s scholarships that can
be used to provide the nonfederal share of FSEOG awards. Each school
then can apply the appropriate state percentage to the state scholarships

and grants its students receive to determine the total amount of state

scholatships and grants that may be used to meet the FSEOG nonfederal
share requirement.

3.3 Administrative Cost Allowance (ACA)

Schools are allowed to claim an annual administrative cost allowance
(ACA) from campus-based program funds from which they have made

For example, if a student receives a grant of $600 from a state where
92.35 percent of state funding can go toward FSEOG awards, the
school multiplies 92.35 petcent by $600. The result is $554, which

is the portion of the grant that the school may use to meet the
nonfederal shate of an FSEOG award.

awards to students during a given award year. The ACA is part of the
institution’s total program expenditures, not an additional amount of money
given the school.

Schools may claim an ACA to help them defray the costs of administeting
Title IV campus-based programs. ACA may be used for salaries, supplies,
and equipment. ACA may also be used to pay service fees charged by
banks for maintaining campus-based program accounts, including a school’s
Federal Perkins Loan fund, and for expenses related to student consumer
information requirements.

The amount of ACA a school may claim is determined by its expenditures
for the Title IV campus-based programs in which it participates. Here
“expenditures” means:

FSEOG award disbursements (grants made) to students (this
includes the total federal and nonfederal shares)

FWS gross compensation (wages paid) to students (this includes the

total federal and nonfederal shares) and

Federal Perkins Loan advances (loans made) to students.

The Blue Book y
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Obtaining Authorization for Campus-Based Funding

expenditures, as follows:

‘ ACA is calculated as a percentage of a school’s campus-based program

e 5 percent of the first $2,750,000 of expenditures, plus

« 4 percent of expenditures greater than $2,750,000 but less than
$5,500,000, plus

e 3 percent of expenditures $5,500,000 or more.

A school may take its ACA out of its annual FSEOG and FWS allocations
and from cash on hand in its Federal Perkins Loan fund. A school may also
draw its ACA from any combination of campus-based programs o it may
take the total ACA from only one program, provided there are sufficient
funds in that program. However, a school may not draw any part of its
ACA from a campus-based program #nkss it disbursed funds to students
from that program during the award year.

3.4 Funds Available for Awards

Schools may increase the amount of funds available for awards in a given
campus-based program by transferring funds from another program.
Schools may also carry FWS or FSEOG funds back to the previous year ot
‘ forward to the next year.

Transferring Funds Between Campus-Based Programs

Reference: Schools may not transfer funds from their FSEOG funds to another campus-

« 34 CFR 674.18(b) based program.
« 34 CFR 675.18(¢)

. 34 CFR 676.18(b) A school may transfer up to 25 percent of its annual FWS federal allocation

#0 FSEOG. This 25 percent maximum is based on a school’s current award
year allocation and includes both otiginal and supplemental FWS
allocations. FWS funds transferred to FSEOG must be counted as federal
funds when determining the nonfederal share required for FSEOG. FWS
funds carried forward to the next year or carried back to the previous year
do not change the basis for the 25 percent maximum transfer. A school
may transfer up to 25 percent of its annual Federal Perkins Loan allocation
to FSEOG and/or FWS. The total transfer cannot exceed 25 percent of
the Federal Perkins Loan allocation, whether it is made only to one program
or divided between the two programs.

Transferred funds must be spent according to the requirements of the
program to which they have been transferred. Any transferred funds that

are not spent by the end of the award year in which the transfer was made
‘ must be returned to the original program.

/
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A flowchart illustrating the transfer of funds between campus-based
programs can be found on page 3-17. ‘

FWS and FSEOG Carry Forward and Carry Back

Reference: If a school does not use all federal funds allocated for FWS and FSEOG in

* 34 CFR 675.18(b)(c)(d) | 2 8iven award year, the school may carry forward these funds to the next
for FWS award year. Similarly, if a school needs additional funds to pay FWS wages

. H:EA, Part A, Section ot FSEOG awards in the current award yeat, the school may catry back
413E

these funds from the next award year’s allocation.
Schools are allowed to:

* carry forward up to 10 percent of the previous year’s federal FWS or
FSEOG allocation to cover expenditutes in the current award year,

* carry forward up to 10 percent of the current year’s federal FWS or
FSEOG allocation to cover expenditures in the next award year,

* carry back up to 10 percent of the cutrent year’s federal FWS or
FSEOG allocation to cover expenditures incurted at any time in the
preceding award year, and

allocation to cover expenditures incurred at any time in the current
award year.

*  carry back up to 10 percent of the next year’s FWS or FSEOG ‘

A flowchart illustrating how FWS and FSEOG funds may be carried
forward and carried back can be found on page 3-18.

Schools may also carry back and expend in the previous award year any
portion of their federal FWS allocations for the current award year to pay
student wages earned from May 15 through June 30 of the previous award
yeat (that is, for summer employment). Similatly, schools may carry back
any portion of their federal FSEOG allocation for the current award year to
pay for FSEOG awards made for the summer of the previous award year.

3_1 6 The Blue Book June 1999
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Obtaining Authorization for Campus-Based Funding

Transferring Funds Between
Campus-Based Programs

Federal Perkins

Federal Work-Study

Federal Supplemental
Educational Opportunity

&\
AT

"Funds cannot be traferred from FSEOG.

/
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FWS and FSEOG
Carry Forward/Carry Back

funds carried forward funds carried forward
1998-99 1999-2000 2000-01
FWS or FSEOG FWS or FSEOG FWS or FSEOG
Allocation Allocation Allocation
funds carried back funds carried hack
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Funds

Summary

Requesting, Managing,
and Returning Title IV

This chapter contains guidelines that schools must follow to ensure sound
cash management practices. Much of the information in this chapter is
based on cash management regulations published on December 1, 1994 and
November 29, 1996 (34 CFR 668, Subpart K). These regulations establish
uniform rules and procedures that a school must follow to request,
maintain, disburse, return, and otherwise manage Title IV program funds.

= ey Terms

Accounts Receivable Management
Group (ARMG)

Automated Clearinghouse/Electronic -

Funds Transfer (ACH/EFT)
advance payment allowable charges
Automated FEDWIRE System
award period

cash management

cash on hand

closeout period

credit balance

current value of funds rate
delayed disbursement

delivery

direct deposit

disbursement

early payment

Electronic Statement of Account
(ESOA)

electronic funds transfer (EFT)
enrolled
enroliment period
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excess cash

excess funds

Federal Reserve Bank (FRB)
FEDWIRE

generally accepted accounting
principles (GAAP)

Grant Administration and Payment
System (GAPS)

idle cash

immediate need

issuing checks

liquidation period

master check

multiple disbursement
National Finance Center (NFC)

Office of the Chief Financial Officer
(OCFO)

payment period

peak enroliment period
performance period
reimbursement payment
suspension period

UCC-1 statement




Chapter 4

4.1 Overview of Cash Management ‘

m Reference: Schools that participate in Title IV programs are responsible for establishing
o 34 CFR 668.161 and maintaining an internal financial management system that effectively:

* promotes sound cash management of Title IV funds,

*  minimizes the financing cost to the federal government for making
Title IV funds available to schools and students, and

* minimizes accruing costs for students who receive Title IV loans.

To ensure adequate cash management practices, a school must have in
place a cash management system that adheres to federal regulations and
other standards. A school’s cash management practices are governed by:

* generally accepted accounting principles (GAAP),

* standards prescribed by the federal Office of Management and
Budget (OMB),

* U.S. Department of Treasury regulations, and

* U.S. Department of Education (ED) regulations. ‘

At a minimum, a school should establish internal cash management
standards and practices to ensure that:

* the school official who authorizes requests for federal funds knows
the school’s available funds balance when making requests;

* the cash balance maintained for all programs is no more than the
minimum needed to cover immediate disbursements (referred to as
“immediate need”);

* the school’s cash management system tracks drawdowns and
disbursements of funds, showing that for every drawdown there is
an equal disbursement (however, this is not necessarily the case for
adjustments); and

* the school’s cash management system contains adequate controls so
that the school does not spend more funds than it has authority to
spend (except in limited circumstances, a school may not request or
hold excess funds for future disbursements).

Q 2 The Blue Book June 1999
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Requesting, Managing, and Returning Title IV Funds

. 4.2 Projecting Cash Needs

A school on advance payment must determine the amount of funds it needs
before it transmits a request to the Grant Administration and Payment
System (GAPS). The amount requested must be limited to the minimum
amount needed to make disbursements, so that excess funds do not exist
after disbursements are made. The amount must be enough to meet:

o Federal Pell Grant disbursements to students,

e the federal share of Federal Supplemental Educational Opportunity
Grant (FSEOG) disbursements to students and administrative cost
allowance (ACA),

s the federal share of Federal Work-Study (FWS) payroll
disbursements and ACA,

e the federal share of Federal Perkins Loan disbursements and ACA,

and
*Direct Loan funding o Federal Direct Loan disbursements.*
requests must be made
separately; they cannot . . .
be combined with cash The following equation may be used to calculate projected cash needs:
requests for other
Title IV funds. Anticipated Disbursements

— Balance of Cash On Hand
— Anticipated Recoveries

— ACH/EFT Cash in Transit
Projected Cash Needs

In general, a school’s request for funds should not exceed its immediate
need.

Immediate Need

Immediate need is defined as the amount of Title IV program funds a
school needs to make disbursements within three business days following
the date that the school receives the funds. This definition of immediate
need applies to all Title IV program funds, regardless of whether the school
draws down funds through Automated Clearinghouse/Electronic Funds
Transfer (ACH/EFT) or through FEDWIRE. Receiving amounts beyond
immediate need may result in excess cash.

Immediate need is determined by the amount of cash a school needs to

make disbursements to students within a specified period of time. As long
as the school makes disbursements within that time period, including

‘ disbursements made by propetly issuing checks, it has satisfied the
immediate need standard.

QO Ine1999 . The Blue Book 4_3
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Chapter 4

Special Program Considerations ‘

To accurately determine the total amount of Title IV program funds needed
to make disbursements, a school must consider certain program-specific
requirements for each Title IV program.

Eederal Pell Grant Program

A school may pay Federal Pell Grants to students only on the basis of a
valid Institutional Student Information Record (ISIR) or Student Aid Report
(SAR). A school must establish a system for tracking the status of these
documents and determining when a student’s Federal Pell Grant award is

ready to be paid.

The maximum amount of Federal Pell Grant funds a school may draw down
is based on the school’s Federal Pell Grant authorization, as reported to the
school in its Electronic Statement of Account (ESOA). The first ESOA
received by a school for an award year contains ED’s estimate of the
amount of funds the school will need to make first disbursements to
students. As the award year progresses, the school receives adjusted
authorizations on the basis of student payment information it reports.

Campus-Based Programs

Each campus-based program—Federal Supplemental Educational .
Opportunity Grant (FSEOG), Federal Work-Study (FWS), and Federal

Perkins Loan—requires that awards made to students be a combination of

both federal and nonfederal funds.

To accurately determine its immediate cash need for campus-based
programs, a school must calculate the portion of disbursements from each
program that may be made up of federal funds. The amount of funds drawn
down represents only the federal share.

* For the Perkins Loan Program, if a school deposits its federal funds
in its Perkins Loan fund, this eliminates any excess cash condition.
However, if a school draws down those funds, it must expend them
within three business days.

The maximum amount of federal funds a school may draw down from each
campus-based program is based on the school’s allocation for that program,
as reported to the school in its Official Notice of Funding from ED.

For the FSEOG Program, a school must time its drawdowns to coincide
with the date it expects to disburse FSEOG funds to students. FSEOG
disbursements must be made within three business days following the date ‘

the funds are drawn down.

The Blue Book June 1999
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Requesting, Managing, and Returning Title IV Funds

its payroll dates. A school must estimate the amount of federal funds
needed to meet payroll for a given pay period and draw down only the
appropriate federal share of wages to be paid. Student wages must be paid
within three business days following the date funds are drawn down.

‘ For the FWS Program, a school must time its drawdowns to coincide with

For the Federal Perkins Loan Program, a school must determine whether
the cash available in its Federal Perkins Loan fund is sufficient to make
loan advances to students. A school may draw down the Federal Capital
Contribution (FCC) only if the amount of Federal Perkins Loan funds on
hand is not enough to cover disbursements. A school must time its
drawdown of FCC to coincide with the dates it expects to advance
(disburse) loans to students.

William D. Ford Federal Direct Loan Program (Direct Loan Program)

g Reference: Direct Loan funding requests are initiated only by schools that participate in

« http//:gapsweb.ed.gov the William D. Ford Federal Direct Loan Program (Direct Loan Program)

- under school origination (Option 2). The Loan Origination Center (LOC)

Reference: initiates funding requests for schools that participate under school

e Direct Loan School origination (Option 1) and under Standard Origination.

Guide

« Direct Loan Bulletin Unlike the Federal Pell Grant Program and the campus-based programs,
‘ (DLB)-98-18 there is no set school allocation or authotization level for the Direct Loan

 DLB-98-38 Program. Schools participating in the Federal Direct Loan Program

determine drawdown amounts on the basis of the amount of funds needed
to make loans to eligible borrowers. The school draws down only the net
amount of the loan. Loan fees are deducted by ED prior to drawdown.

A Direct Loan school estimates the amount of funds it needs to make
anticipated disbursements on an ongoing basis. A school can use the
Direct Loan Program software or its own school computer software to
calculate the amount of funds needed. Loan records flagged in the system
as “eligible for payment” will be included in the computer-generated
estimate of funds needed. The school may need to adjust this figure to
account for Direct Loan funds on hand and anticipated recoveries. For
each loan eligible for payment, the Ditect Loan Program software deducts a
4 percent loan fee from the gross disbursement amount and counts only the
net amount of the disbursement in the estimate of funds needed.

A school is not requited to collect a signed, completed promissory note
from a borrower before drawing down funds for that borrower. However, a
school may not disburse funds to any borrower until it has received the
borrower’s signed, legally enforceable promissory note.

Q 1e1999 The Blue Book 4_ 5
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g Reference:

* http//:gapsweb.ed.gov

» Reference:

s Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* GAPS Payee Guide

(Note: A new Payee
Guide will be issued by
ED during the summer
of 1999.)

*GAPS controls funds for
both Title IV and
non-Title IV programs.

4.3 Grant Administration and Payment System
(GAPS)

ED has a centralized financial management system called the Education
Central Automated Processing System (EDCAPS). EDCAPS is designed to
integrate ED’s separate financial processes, including financial
management, contracts, purchasing, grant administration, and payment
management.

EDCAPS improved ED’s financial management performance by integrating
four system modules into a single system:

* Financial Management Systems Software (FMSS)

* Recipient System (RS)

* Contracts and Purchasing Support System (CPSS)

*  Grant Administration and Payment System (GAPS)
The EDCAPS module that directly affects schools is GAPS.

GAPS provides full financial management support services in a single
system. Functions supported by GAPS include everything from award
authorizations to disbursing funds and to final grant close out.

In addition, GAPS is the central repository for payment transactions of
schools that receive funds* from ED through the Office of the Chief
Financial Officer (OCFO). GAPS is a system; OCFO is the office within
ED that administers the system. A school uses GAPS to request funds for:

* the Federal Pell Grant Program

* the Federal Supplemental Educational Opportunity Grant
(FSEOG) Program

* the Federal Work-Study (FWS) Program
* the Federal Perkins Loan Program

* the Federal Direct Loan Program (Option 2 schools only; Option 1
and Standard Origination schools do not request [draw down] funds
from GAPS.)

GAPS uses the latest in funds-delivery systems and financial management
technologies (such as relational databases, Internet technology, and a
Windows environment). Using these technologies allows for such
customet-service improvements as easy system access to request funds and

June 1999
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Requesting, Managing, and Returning Title IV Funds

report expenditures, user-friendly retrieval of award and payment histories,
. and immediate update and notification of changes in awards, such as

authorization changes.

When ED implemented GAPS, it changed its procedures for schools that
receive and manage ED funds. These procedural changes include how
schools request funds.

Accessing GAPS

Q Reference: Schools request federal funds electronically via GAPS. To request funds,
* hitp//:gapsweb.ed.gov the school must access the GAPS External Access System.

"All temporary user IDs + To log on, the user must enter an ID and password.*
and passwords expire

July 31, 1999. .
+ To obtain a permanent user ID and password, a school completes

the External Security Access form. This form can be accessed
through the GAPS Web site or the GAPS Payee Hotline and faxed
to (202) 401-0006.

The school then requests funds by program (Federal Pell Grant, FSEOG,
Federal Perkins Loan, FWS, or Direct Loan). The screen contains the
amount of Title IV funds the school has available to draw down.

‘ Alternatively, schools can also call the GAPS Payee Hotline at
1-888-336-8930 between 8 a.m. and 8 p.m. (Eastern Time) to request
funds. Requests made after 2 p.m. are not processed by GAPS until the
next business day.

+ A school may also call the GAPS Payee Hotline if it has problems
receiving its payment under GAPS.

To practice using GAPS, access the GAPS Web site and click on “training.”
Then enter “gapsuset” as the ID and “training” as the password. The user
will be able to enter data for a fictional school, while becoming familiar
with the screens.

4.4 Requesting Funds

Before discussing how funds are requested, two terms need to be defined—
grantee and payee.

1Y

. Reference: Under GAPS, a grantee is an entity (not a person) that applies for and

* GAPS Payee Guide receives a grant award from ED; a payee is an entity (not a person) identified
by the grantee to request and manage federal funds on behalf of the grantee.
‘ The grantee and payee may be the same entity or different entities. For

Q" ‘ne 1999 The Blue Book 4_7
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Title IV aid purposes, the grantee is the financial aid office and the payee is
the business office. ‘

Schools request funds for all Title IV program expenditures directly from
the federal government, with the exception of the Federal Family Education
Loan (FFEL) Program. FFEL Program funds are obtained by schools from
banks, savings and loan organizations, credit unions, and other financial
institutions that serve as FFEL Program lenders.

Award Periods
Reference: Before a school requests funds, it should understand the award petiods for
« GAPS Payee Guide GAPS program authorizations.* The length of the award periods vaty by
*Schools that are having program and authorizing statute. The award period dictates when the payee
problems with their can request funds. There are four award periods:
program authorizations
should contact their
program office. See 1. performance
Appendix D for a list of
the program offices. 2. liquidation

3. suspension

4 closeout

Performance Period ‘

The performance period is the period between the grant award begin date and
the grant award end date. During this petiod, schools can draw down

**However, schools may funds.** However, in order to do so, schools have to obligate funds to
draw down funds no . .

later than June 30 of the students (such as submitting to ED disbursement records for students
award year of their eligible for the Federal Pell Grant Program).

authorization.

The performance period is six years and three months. During this period:
* payees may request payments,
* payees may modify payment requests,
* payees may adjust drawdowns, and

* the Office of Student Financial Assistance Programs (OSFAP) may
make changes to the grant award’s authotizations.

Once the performance period ends, the closeout process begins, which
includes liquidation, suspension, and closeout.
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Liquidation Period
‘ *The length of this period

The liquidation petiod* is one month and immediately follows the
is OSFAP program . . . .
specific. performance period. During this period:

* no new authorizations may be processed against a grant award,
ybep gr

¢ payees may request payments for expenditures incurred during the
petformance period, and

* payees may adjust drawdowns for expenditures incurred during the
performance period.

The last date a school can drawdown funds from ED is the end of this
period.

Suspension Period

**The length of this The suspension petiod** is one month and follows liquidation. During the
period is OSFAP program . . . .
specific. suspension petiod, no payment actions can take place without the approval
of the program office. ED program offices use this period to prepare for
final closeout.
Closeout Perio
‘ Immediately following the suspension period, the grant award is closed and

any remaining funds are deobligated.

For the 1999-2000 award year, a grant’s:
¢ performance period lasts from July 1, 1999 to September 30, 2005;
* liquidation period lasts from October 1, 2005 to October 31, 2005;

¢ suspension petiod lasts from November 1, 2005 to
November 30, 2005; and

¢ closeout begins on December 1, 2005.

Methods of Receiving Funds

Schools can receive funds from ED using Automated Clearinghouse/
Electronic Funds Transfer (ACH/EFT) or FEDWIRE.

Q ne1999 The Blue Book 4_9
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ﬁ Reference:

o Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* GAPS Payee Guide

*Because drawdowns
are done online, schools
will receive immediate
notification if their fund
requests are not
approved in GAPS.

 Reference:

¢ GAPS Payee Guide

N
Reference:

¢ Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

+ 34 CFR 668.162(a-6)

Chapter 4

Automated Clearinghouse/Electronic Funds Transfer

(ACH/EFT)
One way ED sends funds to schools is using ACH/EFT. Once schools

request funds and these requests are approved,* the next business day
GAPS electronically transfers the school’s payment through the Federal
Reserve Bank (FRB) network to the school’s depositor account at the
school’s bank.

ACH/EFT requests made by 3:00 p.m. (Eastern Time) will be deposited
the next business day. Requests made after 3:00 p.m. will be deposited the
second business day after the request.

Before a school begins disbursing funds, it should always check its bank
account for an ACH deposit from ED to make sure that a payment has
been received. A school should keep records of all payments it has
requested. These records provide an audit trail of funds requested and help
the school reconcile it accounts with GAPS.

FEDWIRE

The other method by which schools can receive funds is using FEDWIRE.
After a school’s GAPS request is accepted, the funds are then transferred
directly from ED through the FRB network to the school’s depositor
account.

Schools ate allowed to make same-day payment requests. To receive a
same-day payment, the transaction must be completed no later than

2 p.m. (Eastern Time). Any requests made after 2 p.m. will have funds
deposited the next business day.

A school should always check its bank account to make sure that a
FEDWIRE payment has been deposited before it begins disbursing funds.
A school should also keep records of all payments it requests to help
reconcile its accounts with GAPS.

A school may also request FEDWIRE or ACH/EFT payments by calling
the GAPS Payee Hotline directly. This method is only used when GAPS is
malfunctioning or the school is having difficulty accessing it. The GAPS

Payee Hotline accepts phone call questions between 8 a.m. and 8 p.m.
(Eastern Time).

Payment Methods

Institutions are paid using one of the following four payment methods:

* advance (bgfore Title IV program funds are disbursed to students
and/or patents)

The Blue Book
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Reference:

* 34 CFR 668.162(¢)
(M)

Reference:

¢ Student Financial Aid
Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.162(b)

¢ GAPS Payee Guide
*Under the Recipient
Financial Management
System (RFMS), schools

will continue to receive
their initial authorization.

ﬂ Reference:

¢ http//:gapsweb.ed.gov

Reference:

¢ Student Financial Aid
Handbook: Institutional
Eligibility and

Requesting, Managing, and Returning Title IV Funds

* just-in-time (#wear ot on the date Title IV funds are disbursed to
students and/or parents)

» reimbursement (affer institutional funds have been disbursed to
students and/or parents)

* cash monitoring (either before or after institutional funds have been
disbursed to students and/or parents)

ED determines the payment method each school uses.

Advance Pavment Method

Most schools are paid in advance. Under the advance payment method,
GAPS accepts a school’s request for cash and electronically transfers the
amount requested to the school’s bank account via ACH/EFT or
FEDWIRE.*

A school’s advance request for cash may not exceed the amount of funds
the school needs within three business days to make disbursements to
students. A school must make the disbursements as soon as
administratively feasible, but no later than three business days following the
date the school receives the funds.

Alternatively, schools can pay their students with their own funds before
receiving funds from ED.

If the payee is paid in advance, the school requests funds by using the
GAPS External Access System Web site or by calling the GAPS Payee
Hotline at 1-888-336-8930 between 8 a.m. and 8 p.m. (Eastern Time).

Just-in-Time Pavment Method

The just-in-time payment method is 2 new payment method available for
the Federal Pell Grant Program and the Direct Loan Program for the first
time in the 1999-2000 award year under a pilot project. A small group of
schools will participate under the pilot project for the 1999-2000 award
year.

¢ Although no more schools are being accepted for 1999-2000 award
yeat, 2 school can sign up to participate during the 2000-01 award
year by contacting the:

Participation
* 34 CFR 668.162(c)
¢ DCL-P-98-5
O 1e1999
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U.S. Department of Education ‘
» Reference:

ATTN: Just-in-Time Program

* Student Financial Aid Institutional Financial Management Division
Handbook: Institutional AFMS
Eligibility and
Participation P. O. Box 2381

* 34 CFR 668.162(c) Washington, DC 20026-07981

¢ DCL-P-98-5

Under this payment method, a school electronically submits a disbursement
record for the Federal Pell Grant Program no eatlier than five days before
the actual date of disbursement. The request includes the date and amount
of the disbursement the school will make or has made to each student or

ﬁ Reference: parent. For each request Recipient Financial Management System (RFMS)
« See Section 6.1 of this accepts for a student or parent, RFMS automatically sends a transaction to

book for more informa- GAPS requesting funds to be directly deposited into the school’s bank

tion about RFMS. account through EFT on or before the disbursement date reported by the
school. This whole process takes no longer than 24 to 36 hours. In effect,
the disbursement record drives the placement of funds into the school’s
bank account. No initial authorization is necessary, and no interaction with
GAPS is necessary for the school.

If for some reason a student is not eligible to receive the Federal Pell Grant

amount requested at the time the funds are actually disbursed, the school

must report the funds for which the student is eligible within 30 days of the

date that the school becomes aware of the change. A school will be '
permitted to disburse funds to a student or parent before submitting a

record of that disbursement to ED. However, if the student’s eligibility for

those funds has changed by the actual date of disbursement, any adjustment

must be reported.

A school can use the funds received for another student. If the school does
so, it must ensure that all the required student transactions are sent to
RFMS with the 30-day reporting rules. The school must also do a negative
disbursement for the ineligible student and do an off-setting positive
disbursement for the student who actually received the funds.

Schools using the just-in-time payment method are exempt from several
cash management requirements. These exemptions include:

* the three-day-use rule required for the advance payment method;

* reverifying student eligibility for a Federal Pell Grant award at the
time of disbursement;

* maintaining Federal Pell Grant funds in an interest-bearing account;

" .
* rules governing excess cash.

o The Blue Book
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excess cash created by minor period adjustments. Because ED will modify

* Student Financial Aid new requests for funds after deducting any adjustments reported by the
Handbook: Institutional

Eligibility and
Participation o . . .
« GAPS Payee Guide The just-in-time-payment method will enable the delivery system to provide

« 34 CFR 668.162(c) the most cutrent payment information to students and other system users,
thereby reducing burden related to reconciling payment data. This method
will improve reconciliation between a school’s financial aid office and
business office. Moreover, the just-in-time close-out process should be
simplified because adjustments are made throughout the year and all
records should be in agreement. This payment information on the Federal
Pell Grant Program will form the core of the individual student account that
is the basis for the Modernization Blueprint integrated delivery system. By
providing funds on the basis of the current student-level data, this payment
method will strengthen ED’s ability to monitor the integtity of Title IV
programs by reducing the potential for the misuse of funds.

Using this payment method, schools will have only a nominal amount of
' » Reference:

school, large amounts of excess cash should not occur.

Reimbursement Pavment Method

Reference: A school may be placed on reimbursement if ED determines that there is a
« Student Financial Aid need to monitor the school’s use of federal funds or if a school has
‘ Handbook: Institutional | monetary liabilities that need to be recovered by administrative offset

Eligibility and (for example, owing funds to ED as a result of an audit or program review
Participation

¢ GAPS Payee Guide
* 34 CFR 668.162(d) The reimbursement procedure begins with the school filling out a Request
for Advance or Reimbursement Form (SF-270) and sending it to the
regional office for approval. If the request is approved, the ED regional
office processes a payment request in GAPS.

finding).

Under the reimbursement payment method, a school must make credit ot
cash disbursements to eligible students before it may submit a request to
the ED regional office for cash for Federal Pell Grant, campus-based, and
Direct Loan funds (Option 2 schools). The amount of the request may not
exceed the amount of actual disbursements the school made to students
included in the request.

A school may be required to submit documentation that each student
included in a reimbursement request was eligible to receive and did receive
payment for Title IV program funds that the school is requesting.

The ED regional office approves the request for reimbursement and elec-
tronically transfers the requested amount to the school’s bank account if:

‘ * the school propetly determined each student’s eligibility for Title IV
program funds;

Q ne1999 The Blue Book -
[C 1 4-13




Chapter 4

* the school made payments to students for the correct amounts of
Title IV program funds; ‘

* the school submitted any required documentation that shows that
each student included in that request was eligible to receive and was

disbursed Title IV funds; and

* sufficient funds are available to the school in the school’s GAPS
account.

Cash Monitorina Payment Method

Reference: When ED places a school on the cash monitoring method, ED requests
« Student Financial Aid funds after the school makes disbursements to students and parents. The

Handbook: Institutional | school will then be paid using either the advance payment method or the
Eligibility and

Participation reimbursement payment method.

R . If a school is paid using the advance payment method and ED approves the
eference: . ]

request for funds, ED processes the request in GAPS and electronically
transfers the amount requested to the school’s bank account via ACH/EFT
or FEDWIRE.

* 34 CFR 668.162(e)(1)

A school’s advance request for cash may not exceed the amount of the
actual disbursements the school made to students and parents included in
that request.

Reference: If a school is paid using the reimbursement payment method, the school

* 34 CFR 668.162(e)(2) must first make disbursements to eligible students and parents before ED
processes a request for payment in GAPS. The amount of the request may
not exceed the amount of actual disbursements the school made to students
and parents included in that request.

*Required documentation | A school may be required to submit documentation* that each student
may be modified by the . . .. . . .
U.S. Secretary of Educa- included in a request was eligible to receive and did receive payment for

tion. Title IV program funds for which the school is requesting reimbursement.

ED approves the request for reimbursement and GAPS electronically
transfers the requested amount to the school’s bank account if:

* the school accurately determined each student’s eligibility for
Title IV program funds;

* the school accurately determined the amounts of Title IV program
funds paid to students and parents;

* the school submitted any required documentation to support its

request for reimbursement; and ‘
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‘ o sufficient funds are available to the school in the school’s GAPS

account.

William D. Ford Federal Direct Loan Program
(Direct Loan Program)

Reference: Procedutes used to draw down funds for the William D. Ford Federal

¢ Direct Loan School Direct Loan Program (Direct Loan Program) differ from those used to draw
Guide down other Title IV funds. In addition, requests for Direct Loan funds may

not be combined with requests for other Title IV funds.

There ate two methods by which a school may handle funding requests.
These methods depend on whether a school participates under Option 2 or
Option 1 or Standard Origination.

Schools Participating Under Option 2

Option 2 Direct Loan schools initiate their own funding requests. These
requests are made separately from those requests made for Pell Grant,
campus-based, and other ED program funds because Direct Loan funds
come from a different congressional appropriation.

Once a school has determined its immediate cash needs, a drawdown

‘ request is made to GAPS. The school can either make a drawdown request
on the GAPS Web site or by calling the GAPS Payee Hotline at

1-888-336-8930. GAPS requests cannot be made using EDExpress.

Option 2 schools should retain copies of their drawdown requests for
Direct Loans to record those requests and to tesolve any payment problems

with GAPS.

GAPS edits a school’s drawdown request and creates an ACH/EFT
payment file for transmittal to the Federal Reserve Bank (FRB). Any
problems with requests are transferred to a holding file so ED personnel can
either approve the transaction or contact the school to resolve the problem.

The FRB receives the ACH/EFT file and transfers funds directly to the
school’s bank account. A school’s bank should receive funds within 48 to
72 houts aftet the school transmits the drawdown request. The FRB
notifies ED if there is a problem with an ACH/EFT transmission or if a
school’s transaction is rejected. ED then contacts the school to resolve the
problem.
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Schools Participating Under Option 1 or Standard Origination .

Schools participating in the Direct Loan Program under either of these
options do not initiate funding requests. Rather, their funding requests are
handled by the Loan Origination Center (LOC).

The LOC requests funds for schools using these participation options on
the basis of accepted anticipated disbursement records submitted by a
school. For borrowers’ records to be included in a funding request, a school
must send the borrowers’ loan origination records and promissoty notes to
the LOC, and the LOC must accept the records.

Approximately 30 to 45 days before the anticipated disbursement dates
listed in the loan origination records, the LOC sends an Anticipated
Disbursement Listing (ADL) to the school that shows anticipated
disbursements by borrower and by loan type. The school reviews the list
and, if necessary, updates or adjusts the information with the LOC, through
the change record process.

The LOC requests a school’s funds from GAPS five days before the

anticipated disbursement date. The same day the request is made, the LOC

creates and sends an electronic Actual Disbursement Roster (ADR) to the

school that lists individual borrowers, their loan types, and their

disbursement amounts, (minus loan fees), as well as the total amount of ‘
funds included in the request. A school should retain copies of all ADRs.

The funds received from a drawdown must be deposited directly into a
school’s bank account.

4.5 Maintaining Funds

Cash management regulations published December 1, 1994 and
November 29, 1996 contain guidelines that schools must follow to
adequately manage federal funds.

Bank Account
ﬁ Reference: All schools must maintain a bank account into which ED transfers (or a
* Student Financial Aid school deposits) Title IV program funds. This account also must meet

Hlangl;ook: Institutional |~ certain federal requirements. (Funds received from the Federal Family

Eligibility and , :

Participation ]bEdukcatlon Loan [FF;EL{] grograr'n are Zxcluded fr(c)lrrllj the requlz:m:_:nts.) The

« 34 CFR 668.163(a)(1) ank account must be fe erally insure or secured by collater o value
reasonably equivalent to the amount of Title IV program funds in the

account.
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Regardless of the type of account or number of accounts in which a school
s . . . . . .
Reference: maintains Title IV funds, the school must properly indicate that the
* Student Financial Aid account(s) contain federal funds. A school may meet this requirement by:

Handbook: Institutional
Eligibility and
Participation

* 34 CFR 668.163(a)
(2)()(i)(A)

+ notifying its bank of the accounts that contain federal funds and
retaining a copy of that notice in its records or

* ensuring that the name of the account clearly includes the word

“federal funds.”

Reference: Public institutions and those institutions that have “federal funds” in the

« Student Financial Aid name(s) of their bank account(s) do not have to file a UCC-1 statement.

Handbook: Institutional

Eligibility and + Public institutions are exempt from this requirement because they
Participation generally do not obtain credit in the same manner as non-public
* 34 CFR 668.163(a) institutions.

(2)B)
However, if a private school notifies the bank that the account has federal
funds, but does not include these words in its name, the school must file a
UCC-1 statement (which discloses that the account contains federal funds)
with an appropriate state or local government entity; the school must
maintain a copy of this statement in its records. The format and content of
the forms used for these statements vary from state to state. UCC-1
‘ statements and information about filing them are available from the state
corporation council ot secretary of state in your state. Blank UCC-1
statements are available from local legal office supply stores.

A non-public institution that either chooses not to insert “federal funds” in
the name of its bank account containing these funds, or is precluded from
doing so, must file a UCC-1 statement. Public institutions are exempt from
this requirement since they generally do not obtain credit in the same
manner as non-public institutions.

Reference: A school is not required to maintain a separate bank account for Title IV
o Student Financial Aid program funds. However, in certain citcumstances, a school may be

Handbook: Institutional | required to maintain all Title IV program funds in a bank account that

Eligibility and . T . . . .
Participation contains no other type of funds. This is the case if ED determines that:

* 34 CFR 668.163(b)(1-3) * the school’s accounting and internal control systems

+ 34 CFR 668.163(d)

— do not identify cash balances of Title IV program funds
maintained in the school’s bank account as readily as if those
funds were maintained for each program in a separate account,

or

‘ — do not identify adequately the interest or investment revenue
earned on Title IV program funds maintained in the school’s
bank account; or

Q .
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¢ the school’s financial records ‘

— are not maintained on a current basis,
— do not accurately reflect all Title IV progtram transactions, or
— are not reconciled at least monthly; or

* the school has otherwise failed to comply with record-keeping and
reporting requirements required by applicable federal regulations.

Interest-Bearing Account

4 Reference: A school must remit to ED, at least annually, the interest or investment
e Student Financial Aid revenue earned on Title IV program funds maintained in an interest-bearing

Handbook: Institutional ot investment account.
Eligibility and
Participation For any award year, a school that participates in the Federal Perkins Loan

’ ::14 )(%F):R 668.163(c) Program must maintain its Perkins Loan funds in:

* an interest-bearing account that is federally insured or secured by
collateral of value equivalent to the amount of Tite IV program
funds in the account or

* an investment account that consists predominantly of low-risk ‘
income-producing securities, such as obligations issued or
guaranteed by the U.S. government. If a school maintains federal
funds in an investment account, the account must remain
sufficiently liquid to make required disbursements to students.

A school that does not participate in the Federal Petkins Loan Program
must maintain other Title IV program funds in an interest-bearing account if
the school does not meet the criteria listed in the next paragraph. If
applicable, the account must meet the same, just-cited, interest-bearing ot
investment-account requirements.

m Reference: A school is not required to maintain an interest-bearing account if:

¢ Student Financial Aid L ) .
Handbook: Institutional * the school drew down less than $3 million from Title IV programs in
Eligibility and the previous award year and anticipates that it will draw down less
Participation e

than $3 million in the current award year;

* 34 CFR 668.163(c)(3)

(i-ii) * the school demonstrates by its cash management practices that it

would not earn more than $250 in interest by maintaining in an
interest-bearing account the total amount of Title IV program funds
that it will draw down during the current award year; or
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* the school requests those funds using the just-in-time payment
method.

Schools that request funds using the just-in-time payment method are
exempt from having an interest-bearing account because the payment
method ensures expeditious accounting and funds disbursement.

Reference: A school may retain up to $250 per year of the interest ot investment

* 34 CFR 668.163(c)(4) revenue earned on Title IV program funds (except for Federal Perkins Loan
funds) during an award year. The school must put all interest and
investment revenue earned for Perkins Loans into its revolving Perkins

Loan fund.
Reference: If a school is not required to maintain separate accounts, it must maintain
« Student Financial Aid accounting and internal control systems that:
Handbook: Institutional
Eligibility and « identify the cash balance of the funds of each Title IV program that
Participation

is included in the institution’s interest-bearing or investment
* 34 CFR 668.163(d)

account and
+ identify the earnings on Title IV funds maintained in the school’s
interest-bearing or investment account.

‘ In addition, a school must maintain its financial records accordingly.

4.6 Obtaining Federal Family Education Loan
(FFEL) Program Funds

Reference: The Federal Family Education Loan (FFEL) Program includes Federal
« Student Financial Aid Stafford Loans (subsidized and unsubsidized), Federal PLUS Loans

Handbook: Institutional | (for patents), and Federal Consolidation Loans.
Eligibility and
Participation FFEL Program loans are made to students and parents by banks, savings

and loans, credit unions, and other financial institutions. A school obtains a

borrower’s funds directly from the borrower’s lending institution or servicet.

Federal statute requires that proceeds from Stafford and PLUS Loans be
disbursed directly to schools for delivery to borrowers.

Generally, for FFEL Program funds, the following distinction is made
between the terms “disbursement” and “delivery.”

o Disbursement refers to the process by which a lender cuts a check and
sends it to a school or transmits funds to a school electronically.
Disbursement is considered to have occurred on the date that a
' lender writes and mails a check or deposits funds directly into a
school’s bank account.

O _ine1999 The Blue Book 4-19

o 136

IToxt Provided by ERI



Chapter 4

m Reference:

* 34 CFR 668.161(a)(3)
(iii)
* 34 CFR Part 682.604

Reference:

* See Section 4.11 of this
book for more informa-
tion about delaying the
return of FFEL funds
under certain circum-
stances.

*  Delivery refers to the process by which a school makes FFEL funds
available to a borrower. A school may deliver loan proceeds by ‘
paying a borrower directly or by crediting a student’s account.

Delivery is part of the disbursement process.

However, in terms of cash management, “disburse” means the same as
delivering loan proceeds. There are three methods by which a lender may
disburse FFEL funds to a school on behalf of a student or parent
borrower—electronic funds transfer (EFT), master check, or individual
check.

Electronic Funds Transfer (EFT) and Master Checks

A school may receive a borrower’s FFEL funds from a lender by EFT. To
do so, a school must enroll in EFT with the lender to enable the lender to
deposit FFEL funds directly into the school’s designated bank account.

A school may also receive a borrower’s loan proceeds by master check if the
school and lender have entered into an agreement to use master checks. A
master check is a single check, written by a lender, that contains all the
lender’s FFEL Program funds for the school’s borrowers as of a given
disbursement date.

Both EFT and master check disbursements must be accompanied by a list ‘
of names, Social Security numbers, and loan amounts of borrowers who are

to receive a portion of the EFT or master check disbursement. The list

enables a school to identify individual borrowers to whom loan proceeds

must be delivered.

A school may request loan proceeds by EFT or master check no earlier than
13 days before the first day of a student’s enrollment period. If a Stafford
Loan borrower is subject to delayed disbursement, disbursement by EFT or
master check may not be requested until the 24th day of the student’s
enrollment period.

A school must obtain a borrower’s written authorization to receive his or
her loan proceeds by EFT or master check. Authorization may be given in
the borrower’s loan application, or it may be obtained separately. If written
authorization to disburse by EFT or master check is not given in the
borrower’s loan application, it must be obtained not more than 30 days
before the beginning of the enrollment period for which the loan is
intended.

* The EFT approval is for the school to accept loan proceeds from
the lender and to credit the student’s school account. It is not for

direct payment to the student’s bank account. ‘

The Blue Book . June 1999

137



Requesting, Managing, and Returning Title IV Funds

‘ Individual Checks

A school may receive a borrower’s Stafford Loan or PLUS Loan proceeds
from a lender in the form of an individual bank check made co-payable to
the borrower and the school. The school endorses the check and then
delivers the loan proceeds to the borrower. A school must deliver loan
proceeds to a student borrower within 30 days of the date the school
receives the check.

Reference: ' Co-payable PLUS checks must be sent directly to a school by a lender. A
« See Section 4.11 of this | school must deliver PLUS loan proceeds to a parent borrower within
book for more informa- | 30 days of receiving a check. However, 2 school is not required to endorse
:;sgsa:) (:u:e::fng]zag}:a a PLUS check before sending it to a patent borrower. The school may
funds that cannot require the parent borrower to return the PLUS check the borrower
be disbursed to endorsed to the school for the school’s endorsement. The school then

a student or
parent borrower in the

form of EFT, master .
check, or paper check. In no case may a school request loan proceeds by co-payable check eatrlier

than 30 days before the first day of student’s enrollment period. Ifa
Stafford Loan borrower is subject to delayed disbursement, a school may
not deliver Stafford Loan proceeds until 30 days after the beginning of the
student’s enrollment period.

deposits it and credits the student’s account.

‘ 4.7 Disbursing Title IV Program Funds

1 , . . .
Reference: Cash management regulations contain a specific definition of the term
« Student Financial Aid “disburse.” Title IV program funds are disbursed when a school credits a

Handbook: Institutional student’s account with funds or pays a student or parent directly with
Eligibility and
Participation

« 34 CFR 668.164(a)(1)

either:
o Title IV funds received from ED,

+  Federal Family Education Loan (FFEL) Program funds received
from a lender, or

« institutional funds used before receiving Title IV program funds.

Before a school disburses Title IV program funds, the school must notify
the student of the amounts of Title IV funds expected to be received and
how and when those funds will be paid.

However, there are three exceptions when crediting institutional funds
labeled as Title IV funds to a student’s account before receiving the actual
Title IV program funds that do not resuls immediately in a Title I V" disbursement:

/
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» Reference:

*34 CFR 668.164(a)(2)

*However, a school can
make a credit
disbursement with
institutional funds earlier
than ten days before the
first day of classes of a
payment period, but it is
not a Title IV aid
disbursement.

= ,'
Reference:

* 34 CFR 668.164(c)
(1))

**A school may endorse a
lender’'s FFEL check or
FFEL PLUS loan check and
Issue that check to the
borrower as payment of
the loan proceeds.

» Reference:

* 34 CFR 668.164(c)(3)

» Reference:

* 34 CFR 668.164(c)(4)

m Reference:

* 34 CFR 668.164(d)

If a school credits a student’s account with the institutional funds
before receiving Title IV funds earlier than ten days before the first day
class of a payment period, the Title IV disbursement occurs on the
tenth day before the first day of class*; or

For a student whose loan funds are subject to 30-day delayed
disbursement, if a school credits the student’s account with

institutional funds before receiving Title IV program funds earier
than 30 days after the first day of the payment period, the Title IV loan
disbursement occurs on the 30th day after the beginning of the

payment period; or

If a school simply makes a memo entry for billing purposes or

credits a student’s account and does not identify it as a Title IV

credit (for example, an “estimated Federal Pell Grant”), the
disbursement does not occur until the posting is subsequently
converted to an actual credit.

To disburse Title IV program funds to a student or to deliver the proceeds
of a FFEL Program loan to a student borrower or parent borrower, a school

may:

have a check drawn from a federal funds account or from the

school’s general account

pay a student or parent directly

— by check** or other means payable to the student and requiring
the student’s endorsement or certification (or, in the case of a
parent borrowing under the Direct Loan Program or FFEL

Program, requiring the endorsement or certification of the

student’s parent); or

— by initiating an EFT to a bank account designated by the
student (or, in the case of a parent borrower, an account
designated by the parent); or

credit a student’s account at the school. In the case of Direct

by dispensing cash to the student for which the school obtains a
signed receipt from the student.

Loans, a school must credit the student’s account, if the school uses

student accounts.

Federal regulations require schools to notify a student or a parent borrower
of the amount of Title IV program funds the student can expect to receive

and how and when those funds will be paid.
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‘ Paying Students or Parents Directly

If a school does not credit a student’s account with payments of Title IV
program funds for allowable charges, it must pay the student or parent
directly.

Some schools use more than one payment method. For example, a school
might credit a student’s account for tuition and fees, then pay remaining
Title IV funds directly to the student.

Issuing Checks

A school may pay a student or parent by issuing 2 check and charging it
directly to its federal program accounts. If, however, a Direct Loan school
uses student accounts, it must credit the student’s account.

For loans made under the FFEL Program, the check issued may be the
co-payable check sent to the school by a lender. A school may endorse a
lender’s Federal Stafford Loan or Federal PLUS Loan check and issue that
same check to the student borrower ot parent borrower as payment of the
loan proceeds. Or the school can have the borrower sign the check, the
school endorses the check and deposits it, and then the school credits the
student’s account. The funds credited are either used to pay allowable
‘ charges of, with the borrower’s permission, are held as funds in excess of
allowable charges.

Reference: For all Title IV program funds, a school may issue checks drawn from the
« 34 CFR 668.164(c) bank account in which the school maintains federal funds or from the
(2)(0) school’s own account.

To propetly issue a check for Title IV funds, including FFEL funds, a
school must release, distribute, or otherwise make the check available by:

+ mailing the check to the student or parent or

* notifying the student or parent that the check is available, on
request, for immediate pickup.

EFT

A school may pay a student ot parent by electronically transmitting Title IV
program funds directly to the student’s or parent’s designated bank account.
The school must obtain written authotization from the student ot parent to

pay Title IV funds through EFT.

M
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Reference:

* 34 CFR 668.164(d)(1)
(i-iii)

Reference:

* 34 CFR 668.164(d)(2)
(i)

Reference:

* HEA, Section 445¢

Crediting a Student’s Account

Crediting a student’s account (at a school) is defined as posting a payment ‘

of funds to a student’s account. In the context of federal regulations
governing Title IV programs, a student’s account may be any
record-keeping system that a school uses to post institutional charges and
payments of Title IV program funds. The system may be manual or
automated.

If a school credits a student’s account with Title IV program funds, it may
apply those funds only to allowable charges. Allowable charges include:

* tuition and fees,
* board, if the student contracts with the school for board, and
* room, if the student contracts with the school for room.

If a school obtains a student’s or parent’s written authorization to use
Title IV program funds to pay other costs, allowable charges may also
include:

* institutional charges that were incurred by the student for
educationally related activities in addition to those not requiring an
authorization and

* minor prior-year charges if these charges are less than $100 or if the
payment of these charges does not, or will not, prevent the student
from paying his or her current educational costs.

However, in general, Title IV program funds are only used to pay for
educational expenses a student incurs in the period for which these funds
are provided. When students request that Title IV funds be used for priot-
year charges, schools should handle such requests in a very judicious
manner.

A school may not require a student or parent to authorize the use of
Title IV funds to pay for other costs. Furthermore, if a student or parent
opts to give the such authorization to a school, the school must allow the
student or parent to modify or rescind the authorization at any time.

An institution may, at a student’ request, make Federal Work-Study
payments directly to the student’s bank account or may credit a student’s
account at the institution for tuition and fees, room and board, and other
institutionally provided goods and services.
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Title IV L oan Programs
‘ ! Reference:

When a school disburses Ditect Loan funds by crediting a student’s account
« 34 CFR 668.164(d)(3) at the school, the school must first credit the student’s account with those
funds to pay outstanding, cutrent, and authorized charges.

i) Reference: When a school credits a student’s account with Federal Perkins Loan funds
« 34 CFR 668.165(a)(3) (whose promissory notes contain provisions effective on July 1, 1996),

(i)(ii) Direct Loan funds, or Federal Family Education Loan (FFEL) Program
* DCL-CB-96-8 funds received by EFT or master check, it must notify the student or parent

in writing or electronically no eatlier than 30 days before nor no later than
30 days after crediting the student’s account of:

e the date and amount of the disbursement,
+  the borrower’s right to cancel all or a portion of the loan, and

« the procedures and time by which the borrower must notify the
school that he or she wishes to cancel all or a portion of the loan.

In addition, if the school sends the notice electronically, it must require the
recipient of the notice to confirm receipt of the notice and the school must
maintain a copy of that confirmation.

. The school must return the loan proceeds, cancel the loan, or do both, if the

school receives a request from the borrower within 14 days after the date
the school sends the disbursement notice, or if the schools sends the
disbursement notice more than 14 days before the first day of the payment
petiod, by the first day of the payment period. In addition, a school may
return the loan proceeds, cancel the loan, or do both, if the school receives
the notice after this deadline, but # is not required to do so.

A school must notify a student or parent in writing or electronically
regarding the outcome of any cancellation request.

Separation of Functions

The business office and financial aid office are located in one office at some
schools. Although this setup may provide better student services, it s
important to remember that federal regulations require a school to divide
the functions of authorizing payments and disbursing funds so that no single
office or individual has the responsibility for both functions for any student
receiving Title IV funds.

+  For example, under the Perkins Loan Program, the financial aid
office may award Perkins Loan funds. The business office may be
‘ responsible for collecting and handling promissory notes, billing

borrowers in repayment, collecting payments, authorizing

/
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deferments, cancelling loans, counseling students, and reporting on
Perkins Loans to NSLDS. A school may contract with a third-party
servicer for some of these activities, and some schools have a
separate loan office that is part of either the business office or the
financial aid office.

Title 1V Credit Balances

Reference: When a school applies Title IV funds # a student’s account and determines
* 34 CFR 668.164(¢) that the amount of the funds exceeds allowable charges the school assessed

the student, the school must pay the credit balance directly to the student
or parent borrower as soon as possible, but no later than the 14-day
deadlines described below. The only exception is when the school has the
student’s permission t