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accordance with paragraph (d) of this
section.

(5) Unpaid refund discharge
procedures. (i) Except for the
requirements of paragraph (I)(5)(iv) of
this section related to an open school,
if the holder or guaranty agency learns
that a school did not pay a refund of
loan proceeds owed under applicable
law and regulations, the holder or the
guaranty agency sends the borrower a
discharge application and an
explanation of the qualifications and
procedures for obtaining a discharge.
The holder of the loan also promptly
suspends any efforts to collect from the
borrower on any affected loan.

(ii) If the borrower returns the
application, specified in paragraph (1)(4)
of this section, the holder or the
guaranty agency must review the
application to determine whether the
application appears to be complete. In
the case of a loan held by a lender, once
the lender determines that the
application appears complete, it must
provide the application and all
pertinent information to the guaranty
agency including, if available, the
borrower’s last date of attendance. If the
borrower returns the application within
60 days, the lender must extend the
period during which efforts to collect on
the affected loan are suspended to the
date the lender receives either a denial
of the request or the unpaid refund
amount from the guaranty agency. At
the conclusion of the period during
which the collection activity was
suspended, the lender may capitalize
any interest accrued and not paid
during that period in accordance with
§682.202(b).

(iii) If the borrower fails to return the
application within 60 days, the holder
of the loan resumes collection efforts
and grants forbearance of principal and
interest for the period during which the
collection activity was suspended. The
holder may capitalize any interest
accrued and not paid during that period
in accordance with § 682.202(b).

(iv) The guaranty agency may, with
the approval of the Secretary, discharge
a portion of a loan under this section
without an application if the guaranty
agency determines, based on
information in the guaranty agency’s
possession, that the borrower qualifies
for a discharge.

(v) If the holder of the loan or the
guaranty agency determines that the
information contained in its files
conflicts with the information provided
by the borrower, the guaranty agency
must use the most reliable information
available to it to determine eligibility for
and the appropriate payment of the
refund amount.

(vi) If the holder of the loan is the
guaranty agency and the agency
determines that the borrower qualifies
for a discharge of an unpaid refund, the
guaranty agency must suspend any
efforts to collect on the affected loan
and, within 30 days of its
determination, discharge the
appropriate amount and inform the
borrower of its determination. Absent
documentation of the exact amount of
refund due the borrower, the guaranty
agency must calculate the amount of the
unpaid refund using the unpaid refund
calculation defined in paragraph (o) of
this section.

(vii) If the guaranty agency determines
that a borrower does not qualify for an
unpaid refund discharge, (or, if the
holder is the lender and is informed by
the guarantor that the borrower does not
qualify for a discharge)—

(A) The agency must notify the
borrower in writing of the reason for the
determination and of the borrower’s
right to request a review of the agency’s
determination within 30 days of the
borrower’s submission of additional
documentation supporting the
borrower’s eligibility that was not
considered in the initial determination.
During the review period, collection
activities must be suspended; and

(B) The holder must resume collection
if the determination remains unchanged
and grant forbearance of principal and
interest for the period during which
collection activity was suspended. The
holder may capitalize any interest
accrued and not paid during the review
period in accordance with §682.202(b).

(viii) If the guaranty agency
determines that a current or former
borrower at an open school may be
eligible for a discharge under this
section, the guaranty agency must notify
the lender and the school of the unpaid
refund allegation. The notice to the
school must include all pertinent facts
available to the guaranty agency
regarding the alleged unpaid refund.
The school must, no later than 60 days
after receiving the notice, provide the
guaranty agency with documentation
demonstrating, to the satisfaction of the
guarantor, that the alleged unpaid
refund was either paid or not required
to be paid.

(ix) In the case of a school that does
not make a refund or provide sufficient
documentation demonstrating the
refund was either paid or was not
required, within 60 days of its receipt of
the allegation notice from the guaranty
agency, relief is provided to the
borrower (and any endorser) if the
guaranty agency determines the relief is
appropriate. The agency must forward

documentation of the school’s failure to
pay the unpaid refund to the Secretary.

(m) Unpaid refund discharge
procedures for a loan held by a lender.
In the case of an unpaid refund
discharge request, the lender must
provide the guaranty agency with
documentation related to the borrower’s
qualification for discharge as specified
in paragraph (I)(4) of this section.

(n) Payment of an unpaid refund
discharge request by a guaranty
agency— (1) General. The guaranty
agency must review an unpaid refund
discharge request promptly and must
pay the lender the amount of loss as
defined in paragraphs (1)(1) and (1)(2) of
this section, related to the unpaid
refund not later than 45 days after a
properly filed request is made.

(2) Determination of the unpaid
refund discharge amount to the lender.
The amount of loss payable to a lender
on an unpaid refund includes that
portion of an FFEL Program loan equal
to the amount of the refund required
under applicable Federal law and
regulations, including this section, and
including any accrued interest and other
charges (late charges, collection costs,
origination fees, and insurance
premiums) associated with the unpaid
refund.

(0)(1) Determination of amount
eligible for discharge. The guaranty
agency determines the amount eligible
for discharge based on information
showing the refund amount or by
applying the appropriate refund formula
to information that the borrower
provides or that is otherwise available to
the guaranty agency. For purposes of
this section, all unpaid refunds are
considered to be attributed to loan
proceeds.

(2) If the information in paragraph
(0)(1) of this section is not available, the
guaranty agency uses the following
formulas to determine the amount
eligible for discharge:

(i) In the case of a student who fails
to attend or whose withdrawal or
termination date is before October 7,
2000, the guaranty agency discharges
the lesser of the institutional charges
unearned or the loan amount. The
guaranty agency determines the amount
of the institutional charges unearned

by—
y(A) Calculating the ratio of the

amount of time in the loan period after
the student’s last day of attendance to
the actual length of the loan period; and

(B) Multiplying the resulting factor by
the institutional charges assessed the
student for the loan period.

(ii) In the case of a student who fails
to attend or whose withdrawal or
termination date is on or after October
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7, 2000, the guaranty agency discharges
the loan amount unearned. The
guaranty agency determines the loan
amount unearned by—

(A) Calculating the ratio of the
amount of time remaining in the loan
period after the student’s last day of
attendance to the actual length of the
loan period; and

(B) Multiplying the resulting factor by
the total amount of title IV grants and
loans received by the student, or if
unknown, the loan amount.

(p) Requests for reimbursement from
the Secretary on loans held by guaranty
agencies. The Secretary reimburses the
guaranty agency for its losses on unpaid
refund request payments to lenders or
borrowers in an amount that is equal to
the amount specified in paragraph (n)(2)
of this section.

(q) Payments received after the
guaranty agency’s payment of an
unpaid refund request. (1) The holder
must promptly return to the sender any
payment on a fully discharged loan,
received after the guaranty agency pays
an unpaid refund request unless the
sender is required to pay (as in the case
of a tuition recovery fund) in which
case, the payment amount must be
forwarded to the Secretary. At the same
time that the holder returns the
payment, it must notify the borrower
that there is no obligation to repay a
loan fully discharged.

(2) If the holder has returned a
payment to the borrower, or the
borrower’s representative, with the
notice described in paragraph (g)(1) of
this section, and the borrower (or
representative) continues to send
payments to the holder, the holder must
remit all of those payments to the
Secretary.

(3) If the loan has not been fully
discharged, payments must be applied
to the remaining debt.

* * * * *

17. Section 682.406 is amended by
adding a new paragraph (c) to read as
follows:

8§682.406 Conditions of reinsurance
coverage.
* * * * *

(c) In evaluating a claim for insurance
or reinsurance, the issue of confirmation
of subsequent loans under an MPN will
not be reviewed and a claim will not be
denied based on the absence of any
evidence relating to confirmation in a
particular loan file. However, if a court
rules that a loan is unenforceable solely
because of the lack of evidence of a
confirmation process or processes,
insurance and reinsurance benefits must
be repaid.

(Authority: 20 U.S.C. 1078, 1078-1, 1078-2,
1078-3, 1082)

18. Section 682.409 is amended as
follows:

A. By revising paragraph (c)(2);

B. In paragraph (c)(4)(i) by adding
“original or a true and exact copy of
the” after “The”;

C. In paragraph (c)(4)(iv) by adding *,
if a separate application was provided to
the lender”, after “‘application’;

D. In paragraph (c)(5), and by
removing ‘“‘certified” after “submit” and
by removing “if no originals exist” after
“originals”.

§682.409 Mandatory assignment by
guaranty agencies of defaulted loans to the
Secretary.

* * * * *

(C) * X *

(2) The guaranty agency must execute
an assignment to the United States of
America of all right, title, and interest in
the promissory note or judgment
evidencing a loan assigned under this
section. If more than one loan is made
under an MPN, the assignment of the
note only applies to the loan or loans
being assigned to the Secretary.

* * * * *

19. Section 682.414 is amended, as
follows:

A. In paragraph (a)(4)(ii)(A) by adding
“if a separate application was provided
to the lender” after “application’;

B. In paragraph (a)(4)(ii)(B) by
removing “, including the repayment
instrument’’ after ‘‘note’’;

C. In paragraph (a)(4)(ii)(J) by
removing “‘and’ at the end of sentence;

D. By redesignating paragraph
(@)(4)(i1)(K) as paragraph (a)(4)(ii)(L);

E. By adding a new paragraph
(@@ ()(K);

F. In paragraph (a)(5)(i) by removing
“(K)”, and adding, in its place, “(L)";

G. By revising paragraph (a)(5)(ii); and

H. By removing paragraph (a)(5)(iii).

§682.414 Records, reports, and inspection
requirements for guaranty agency
programs.

(a * X *

4 * X *

gi))* * *

(K) Documentation of any
confirmation process or processes; and
* * * * *

(5) * X *

(i) A lender or guaranty agency
holding a promissory note must retain
the original or a true and exact copy of
the promissory note until the loan is
paid in full or assigned to the Secretary.
When a loan is paid in full by the
borrower, the lender or guaranty agency
must return either the original or a true
and exact copy of the note to the

borrower or notify the borrower that the
loan is paid in full, and retain a copy
for the prescribed period.

20. Section 682.603 is amended as
follows:

A. By revising paragraph (b);

B. By adding a new paragraph (c);

C. By redesignating paragraphs (g) and
(h) as paragraphs (h) and (i),
respectively; and

D. By adding a new paragraph (g).

§682.603 Certification by a participating
school in connection with a loan
application.

* * * * *

(b) The information to be provided by
the school about the borrower making
application for the loan pertains to—

(1) The borrower’s eligibility for a
loan, as determined in accordance with
§682.201 and §682.204;

(2) For a subsidized Stafford loan, the
student’s eligibility for interest benefits
as determined in accordance with
§682.301; and

(3) The schedule for disbursement of
the loan proceeds, which must reflect
the delivery of the loan proceeds as set
forth in 8 682.604(c).

(c) Except as provided in paragraph
(e) of this section, in certifying a loan,

a school must certify a loan for the
lesser of the borrower’s request or the
loan limits determined under § 682.204.

* * * * *

(9) A school must cease to certify a
loan based on the exceptions in
§682.604(c)(5)(i) and (c)(5)(ii) and
§682.604(c)(10)(i) and (ii) that allow for
the disbursement of loans in one
installment and exempt the school from
delayed release of loan proceeds no later
than 30 days after the date the school is
notified that the Secretary has
determined that the school does not
meet the qualifications outlined in those
paragraphs.

* * * * *

21. Section 682.604 is amended as
follows:

A. By revising paragraph (c)(5);

B. By revising the introductory text of
paragraph (c)(6);

C. By adding a new paragraph (c)(10);
and

D. By revising paragraphs (f) and (g).

§682.604 Processing the borrower’s loan
proceeds and counseling borrowers.
* * * * *

C***

(5) A school may not release the first
installment of a Stafford loan for
endorsement to a student who is
enrolled in the first year of an
undergraduate program of study and
who has not previously received a
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Stafford, SLS, Direct Subsidized, or
Direct Unsubsidized loan until 30 days
after the first day of the student’s
program of study unless—

(i) The school in which the student is
enrolled has an FFEL cohort default
rate, Direct Loan Program cohort rate, or
weighted average cohort rate of less than
10 percent for each of the three most
recent fiscal years for which data are
available;

(i) The school is an eligible
postsecondary home school certifying a
loan to cover the student’s cost of
attendance in a study abroad program
and has an FFEL cohort rate, Direct
Loan Program cohort rate, or weighted
average cohort rate of less than 5
percent for the single most recent fiscal
year for which data are available; or

(iii) The school is not in a State.

(6) Unless the provision of
§682.207(d) applies—

* * * * *

(10) Notwithstanding the
requirements of paragraphs (c)(6)-(9) of
this section, a school is not required to
deliver loan proceeds in more than one
installment if—

()(A) The student’s loan period is not
more than one semester, one trimester,
one quarter, or 4 months; and

(B) The school in which the student
is enrolled has an FFEL cohort default
rate, Direct Loan Program cohort rate, or
weighted average cohort rate of less than
10 percent for each of the three most
recent fiscal years for which data are
available; or

(i) The school is an eligible
postsecondary home school certifying a
loan to cover the student’s cost of
attendance in a study abroad program
and has an FFEL cohort default rate,
Direct Loan Program cohort rate, or
weighted average cohort rate of less than
5 percent for the single most recent
fiscal year for which data are available;
or

(iii) The school is not in a State.

* * * * *

(f) Initial counseling. (1) A school
must conduct initial counseling with
each Stafford loan borrower either in
person, by audiovisual presentation, or
by interactive electronic means prior to
its release of the first disbursement,
unless the borrower has received a prior
Stafford, SLS, or Direct loan. A school
must ensure that an individual with
expertise in the title IV programs is
reasonably available shortly after the
counseling to answer the borrower’s
questions regarding those programs. As
an alternative, in the case of a student
enrolled in a correspondence program
or a student enrolled in a study-abroad
program that the postsecondary home

school approves for credit, the school
may provide the counseling through
written materials, prior to releasing
those loan proceeds.

(2) In conducting the initial
counseling, the school must—

(i) Explain the use of a Master
Promissory Note;

(if) Emphasize to the borrower the
seriousness and importance of the
repayment obligation the borrower is
assuming;

(iii) Describe in forceful terms the
likely consequences of default,
including adverse credit reports and
litigation; and

(iv) In the case of a borrower of a
Stafford loan (other than a loan made or
originated by the school), emphasize
that the borrower is obligated to repay
the full amount of the loan even if the
borrower does not complete the
program, is unable to obtain
employment upon completion, or is
otherwise dissatisfied with or does not
receive the educational or other services
that the borrower purchased from the
school.

(3) Additional matters that the
Secretary recommends that a school
include in the initial counseling session
or materials are set forth in appendix D
to 34 CFR part 668.

(4) A school that conducts initial
counseling through interactive
electronic means must take reasonable
steps to ensure that each student
borrower receives the counseling
materials, and participates in and
completes the initial counseling.

(5) A school must maintain
documentation substantiating the
school’s compliance with this section
for each borrower.

(9) Exit counseling. (1) A school must
conduct exit counseling with each
Stafford loan borrower either in person,
by audiovisual presentation, or by
interactive electronic means. In each
case, the school must conduct this
counseling shortly before the borrower
ceases at least half-time study at the
school. As an alternative, in the case of
a student enrolled in a correspondence
program or a study-abroad program that
the postsecondary home school
approves for credit, the school may
provide written counseling materials by
mail within 30 days after the borrower
completes the program. If a borrower
withdraws from school without the
school’s prior knowledge or fails to
complete an exit counseling session as
required, the school must provide exit
counseling through either interactive
electronic means or by mailing written
counseling materials to the borrower at
the borrower’s last known address
within 30 days after learning that the

borrower has withdrawn from school or
failed to complete the exit counseling as
required.

(2) In conducting the exit counseling,
the school must—

(i) Inform the student of the average
anticipated monthly repayment amount
based on the student’s indebtedness or
on the average indebtedness of students
who have obtained Stafford or SLS
loans for attendance at that school or in
the borrower’s program of study;

(ii) Review for the borrower available
repayment options (e.g., loan
consolidation, refinancing of SLS loans);

(iii) Suggest to the borrower debt-
management strategies that the school
determines would best assist repayment
by the borrower;

(iv) Include the matters described in
paragraph (f)(2) of this section;

(v) Review with the borrower the
conditions under which the borrower
may defer repayment or obtain a full or
partial cancellation of a loan;

(vi) Require the borrower to provide
corrections to the institution’s records
concerning name, address, social
security number, references, and
driver’s license number, as well as the
borrower’s expected permanent address,
the address of the borrower’s next of
kin, and the name and address of the
borrower’s expected employer, that will
then be provided within 60 days to the
guaranty agency or agencies listed in the
borrower’s records; and

(vii) Review with the borrower
information on the availability of the
Student Loan Ombudsman'’s office.

(3) Additional matters that the
Secretary recommends that a school
include in the exit counseling session or
materials are set forth in appendix D to
34 CFR part 668.

(4) A school that conducts exit
counseling by electronic interactive
means must take reasonable steps to
ensure that each student borrower
receives the counseling materials, and
participates in and completes the
counseling.

(5) The school must maintain
documentation substantiating the
school’s compliance with this section
for each borrower.

* * * * *

22. Section 682.610 is amended by
revising paragraph (b) to read as follows:

§682.610 Administrative and fiscal
requirements for participating schools.
* * * * *

(b) Loan record requirements. In
addition to records required by 34 CFR
part 668, for each Stafford, SLS, or
PLUS loan received by or on behalf of
its students, a school must maintain—
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(1) A copy of the loan certification or
data electronically submitted to the
lender, that includes the amount of the
loan and the period of enrollment for
which the loan was intended;

(2) The cost of attendance, estimated
financial assistance, and estimated
family contribution used to calculate the
loan amount;

(3) For loans delivered to the school
by check, the date the school endorsed
each loan check, if required;

(4) The date or dates of delivery of the
loan proceeds by the school to the
student or to the parent borrower;

(5) For loans delivered by electronic
funds transfer or master check, a copy
of the borrower’s written authorization
required under 682.604(c)(3) to deliver
the initial and subsequent
disbursements of each FFEL program
loan; and

(6) Documentation of any
confirmation process or processes the

school may have used.
* * * * *

PART 685—WILLIAM D. FORD
FEDERAL DIRECT LOAN PROGRAM

23. The authority citation for part 685
continues to read as follows:

Authority: 20 U.S.C. 1087 et seq., unless
otherwise noted.

24. Section 685.102 is amended in
paragraph (b)

A. By revising the definitions of
“Default”” and “Estimated financial
assistance.”

B. By adding after ““‘Loan fee”” a new
definition *“Master promissory note
(MPN).”

§685.102 Definitions.
* * * * *
b * X *

Default: The failure of a borrower and
endorser, if any, to make an installment
payment when due, or to meet other
terms of the promissory note, if the
Secretary finds it reasonable to conclude
that the borrower and endorser, if any,
no longer intend to honor the obligation
to repay, provided that this failure
persists for 270 days.

Estimated financial assistance: (1)
The estimated amount of assistance for
a period of enrollment that a student (or
a parent on behalf of a student) will
receive from Federal, State,
institutional, or other sources, such as
scholarships, grants, financial need-
based employment, or loans, including
but not limited to—

(i) Except as provided in paragraph
(2)(iii) of this definition, veterans’
educational benefits paid under
chapters 30, 31, 32, and 35 of title 38 of
the United States Code;

(ii) Educational benefits paid under
chapters 106 and 107 of title 10 of the
United States Code (Selected Reserve
Educational Assistance Program);

(iii) Reserve Officer Training Corps
(ROTC) scholarships and subsistence
allowances awarded under chapter 2 of
title 10 and chapter 2 of title 37 of the
United States Code;

(iv) Benefits paid under Public Law
97-376, section 156: Restored
Entitlement Program for Survivors (or
Quayle benefits);

(v) Benefits paid under Public Law
96-342, section 903: Educational
Assistance Pilot Program;

(vi) Any educational benefits paid
because of enrollment in a
postsecondary education institution;

(vii) The estimated amount of other
Federal student financial aid, including
but not limited to a Federal Pell Grant,
campus-based aid, and the gross amount
(including fees) of a Direct Subsidized,
Direct Unsubsidized, and Direct PLUS
Loan;

(viii) Except as provided in paragraph
(2)(iii) of this definition, national
service education awards or post-service
benefits under title | of the National and
Community Service Act of 1990.

(2) Estimated financial assistance does
not include—

(i) Those amounts used to replace the
expected family contribution,
including—

(A) Direct PLUS Loan amounts;

(B) Direct Unsubsidized Loan
amounts; and

(C) Non-Federal loan amounts;

(ii) Federal Perkins loan and Federal
Work-Study funds that the student has
declined; and

(iii) For the purpose of determining
eligibility for a Direct Subsidized Loan,
veterans’ educational benefits paid
under chapter 30 of title 38 of the
United States Code and national service
education awards or post-service
benefits under title | of the National and
Community Service Act of 1990.

* * * * *

Master promissory note (MPN): A
promissory note under which the
borrower may receive loans for a single
academic year or multiple academic
years. Loans for multiple academic
years may no longer be made under an
MPN after the earliest of—

(i) The date the Secretary or the
school receives the borrower’s written
notice that no further loans may be
disbursed;

(ii) One year after the date of the
borrower’s first anticipated
disbursement if no disbursement is
made during that twelve-month period;
or

(iii) Ten years after the date of the first
anticipated disbursement except that a
remaining portion of a loan may be
disbursed after this date.

* * * * *

25. Section 685.201 is revised to read

as follows:

§685.201 Obtaining aloan.

(a) Application for a Direct
Subsidized Loan or a Direct
Unsubsidized Loan. (1) To obtain a
Direct Subsidized Loan or a Direct
Unsubsidized Loan, a student must
complete a Free Application for Federal
Student Aid and submit it in accordance
with instructions in the application.

(2) If the student is eligible for a
Direct Subsidized Loan or a Direct
Unsubsidized Loan, the Secretary or the
school in which the student is enrolled
must perform specific functions. Unless
a school’s agreement with the Secretary
specifies otherwise, the school must
perform the following functions:

(i) A school participating under
school origination option 2 must create
a loan origination record, ensure that
the loan is supported by a completed
Master Promissory Note (MPN), draw
down funds, and disburse the funds to
the student.

(i) A school participating under
school origination option 1 must create
a loan origination record, ensure that
the loan is supported by a completed
MPN, and transmit the record and MPN
(if required) to the Servicer. The
Servicer initiates the drawdown of
funds. The school disburses the funds to
the student.

(iii) If the student is attending a
school participating under standard
origination, the school must create a
loan origination record and transmit the
record to the alternative originator,
which either confirms that a completed
MPN supports the loan or prepares an
MPN and sends it to the student. The
Servicer receives the completed MPN
from the student (if required) and
initiates the drawdown of funds. The
school disburses the funds to the
student.

(b) Application for a Direct PLUS
Loan. To obtain a Direct PLUS Loan, the
parent must complete the application
and promissory note and submit it to
the school at which the student is
enrolled. The school must complete its
portion of the application and
promissory note and submit it to the
Servicer, which makes a determination
as to whether the parent has an adverse
credit history. Unless a school’s
agreement with the Secretary specifies
otherwise, the school must perform the
following functions: A school
participating under school origination
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option 2 must draw down funds and
disburse the funds. For a school
participating under school origination
option 1 or standard origination, the
Servicer initiates the drawdown of
funds, and the school disburses the
funds.

(c) Application for a Direct
Consolidation Loan.

(1) To obtain a Direct Consolidation
Loan, the applicant must complete the
application and promissory note and
submit it to the Servicer. The
application and promissory note sets
forth the terms and conditions of the
Direct Consolidation Loan and informs
the applicant how to contact the
Servicer. The Servicer answers

questions regarding the process of
applying for a Direct Consolidation
Loan and provides information about
the terms and conditions of both Direct
Consolidation Loans and the types of
loans that may be consolidated.

(2) Once the applicant has submitted
the completed application and
promissory note to the Servicer, the
Secretary makes the Direct
Consolidation Loan under the
procedures specified in §685.216.

(Authority: 20 U.S.C. 1087a et seq., 1091a)
26. Section 685.203 is amended by
revising paragraphs (a) and (c)(2); and
by revising the introductory text of
paragraphs (d) and (e) to read as follows:

§685.203 Loan limits.

(a) Direct Subsidized Loans. (1) In the
case of an undergraduate student who
has not successfully completed the first
year of a program of undergraduate
education, the total amount the student
may borrow for any academic year of
study under the Federal Direct Stafford/
Ford Loan Program in combination with
the Federal Stafford Loan Program may
not exceed the following:

(i) $2,625 for a program of study of at
least a full academic year in length.

(ii) For a one-year program of study
with less than a full academic year
remaining, the amount that is the same
ratio to $2,625 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.
(iii) For a program of study that is less than a full academic year in length, the amount that is the same ratio

to $2,625 as the lesser of the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year

(2) In the case of an undergraduate
student who has successfully completed
the first year of an undergraduate
program but has not successfully
completed the second year of an
undergraduate program, the total

or
Number of weeks enrolled
Number of weeksin academic year.

amount the student may borrow for any
academic year of study under the
Federal Direct Stafford/Ford Loan
Program in combination with the
Federal Stafford Loan Program may not
exceed the following:

(i) $3,500 for a program of study of at
least a full academic year in length.

(ii) For a program of study with less
than a full academic year remaining, an
amount that is the same ratio to $3,500
as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(3) In the case of an undergraduate
student who has successfully completed
the first and second years of a program
of study of undergraduate education but
has not successfully completed the
remainder of the program, the total

amount the student may borrow for any
academic year of study under the
Federal Direct Stafford/Ford Loan
Program in combination with the
Federal Stafford Loan Program may not
exceed the following:

(i) $5,500 for a program of study of at
least an academic year in length.

(ii) For a program of study with less
than a full academic year remaining, an
amount that is the same ratio to $5,500
as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(4) In the case of a student who has
an associate or baccalaureate degree
which is required for admission into a
program and who is not a graduate or
professional student, the total amount
the student may borrow for any
academic year of study may not exceed
the amounts in paragraph (a)(3) of this
section.

(5) In the case of a graduate or
professional student, the total amount
the student may borrow for any
academic year of study under the
Federal Direct Stafford/Ford Loan
Program in combination with the
Federal Stafford Loan Program may not
exceed $8,500.

(6) In the case of a student enrolled
for no longer than one consecutive 12-

month period in a course of study
necessary for enrollment in a program
leading to a degree or a certificate, the
total amount the student may borrow for
any academic year of study under the
Federal Direct Stafford/Ford Loan
Program in combination with the
Federal Stafford Loan Program may not
exceed the following:
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(i) $2,625 for coursework necessary
for enrollment in an undergraduate
degree or certificate program.

(ii) $5,500 for coursework necessary
for enrollment in a graduate or
professional degree or certification
program for a student who has obtained
a baccalaureate degree.

(7) In the case of a student who has
obtained a baccalaureate degree and is
enrolled or accepted for enrollment in
coursework necessary for a professional
credential or certification from a State
that is required for employment as a

teacher in an elementary or secondary

school in that State, the total amount the

student may borrow for any academic
year of study under the Federal Direct
Stafford/Ford Loan Program in
combination with the Federal Stafford
Loan Program may not exceed $5,500.
* * * * *

()™

(2) The additional amount that a
student described in paragraph (c)(1)(i)
of this section may borrow under the
Federal Direct Unsubsidized Stafford/
Ford Loan Program and the Federal

* *

Unsubsidized Stafford Loan Program for
any academic year of study may not
exceed the following:

(i) In the case of a student who has
not successfully completed the first year
of a program of undergraduate
education—

(A) $4,000 for a program of study of
at least a full academic year in length.

(B) For a one-year program of study
with less than a full academic year
remaining, the amount that is the same
ratio to $4,000 as the—

Number of semester, trimester, quarter, or clock hours enrolled
Number of semester, trimester, quarter, or clock hoursin academic year.

(C) For a program of study that is less than a full academic year in length, an amount that is the same ratio
to $4,000 as the lesser of the—

Number of semester, trimester, quarter, or clock hours enrolled
Number of semester, trimester, quarter, or clock hoursin academic year

(ii) In the case of a student who has
completed the first year of a program of
undergraduate education but has not
successfully completed the second year

or
Number of weeks enrolled
Number of weeksin academic year.

of a program of undergraduate
education—

(A) $4,000 for a program of study of
at least a full academic year in length.

(B) For a one-year program of study
with less than a full academic year
remaining, an amount that is the same
ratio to $4,000 as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(iii) In the case of a student who has
successfully completed the second year
of a program of undergraduate

education but has not completed the

remainder of the program of study—
(A) $5,000 for a program of study of

at least a full academic year in length.

(B) For a program of study with less
than a full academic year remaining, an
amount that is the same ratio to $5,000
as the—

Number of semester, trimester, quarter, or clock hours enrolled

Number of semester, trimester, quarter, or clock hoursin academic year.

(iv) In the case of a student who has
an associate or baccalaureate degree
which is required for admission into a
program and who is not a graduate or
professional student, the total amount
the student may borrow for any
academic year of study may not exceed
the amounts in paragraph (c)(2)(iii) of
this section.

(v) In the case of a graduate or
professional student, $10,000.

(vi) In the case of a student enrolled
for no longer than one consecutive 12-
month period in a course of study
necessary for enrollment in a program
leading to a degree or a certificate—

(A) $4,000 for coursework necessary
for enrollment in an undergraduate
degree or certificate program.

(B) $5,000 for coursework necessary
for enrollment in a graduate or
professional degree or certification
program for a student who has obtained
a baccalaureate degree.

(vii) In the case of a student who has
obtained a baccalaureate degree and is
enrolled or accepted for enrollment in
coursework necessary for a professional
credential or certification from a State
that is required for employment as a
teacher in an elementary or secondary
school in that State, $5,000.

(d) Federal Direct Stafford/Ford Loan
Program and Federal Stafford Loan

Program aggregate limits. The aggregate
unpaid principal amount of all Direct
Subsidized Loans and Federal Stafford
Loans made to a student but excluding
the amount of capitalized interest may
not exceed the following:

* * * * *

(e) Aggregate limits for unsubsidized
loans. The total amount of Direct
Unsubsidized Loans, Federal
Unsubsidized Stafford Loans, and
Federal SLS Loans but excluding the
amount of capitalized interest may not
exceed the following:

* * * * *

27. Section 685.204 is amended by
adding a new paragraph (b)(1)(iii) to
read as follows:
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§685.204 Deferment.

* * * * *

(b) * K x

(1) * * *

(iii)(A) For the purpose of paragraph
(b)(1)(i) of this section, the Secretary
processes a deferment when—

(1) The borrower submits a request to
the Secretary along with documentation
verifying the borrower’s eligibility;

(2) The Secretary receives information
from the borrower’s school indicating
that the borrower is eligible to receive
a new loan; or

(3) The Secretary receives student
status information from the borrower’s
school indicating that the borrower is
enrolled on at least a half-time basis.

(B)(1) Upon notification by the
Secretary that a deferment has been
granted based on paragraph
(b)(1)(iii)(A)(2) or (3) of this section, the
borrower has the option to continue
paying on the loan.

(2) If the borrower elects to cancel the
deferment and continue paying on the
loan, the borrower has the option to
make the principal and interest
payments that were deferred. If the
borrower does not make the payments,
the Secretary applies a deferment for the
period in which payments were not
made and capitalizes the interest.

* * * * *

28. Section 685.205 is amended as
follows:

A. By revising the introductory text of
paragraph (a); by removing the ““period”
at the end of paragraph (a)(2) and
adding, in its place, *;’; by revising
paragraph (a)(4); and by removing
paragraph (a)(5) and redesignating
paragraph (a)(6) as paragraph (a)(5).

B. By revising paragraph (b)(6); by
removing “or” at the end of paragraph
(b)(7); by removing the “period” at the
end of paragraph (b)(8) and adding, in
its place, “; or”’; and by adding a new
paragraph (b)(9).

§685.205 Forbearance.

(a) General. “Forbearance’” means
permitting the temporary cessation of
payments, allowing an extension of time
for making payments, or temporarily
accepting smaller payments than
previously scheduled. The borrower has
the option to choose the form of
forbearance. Except as provided in
paragraph (b)(9) of this section, if
payments of interest are forborne, they
are capitalized. The Secretary grants
forbearance if the borrower or endorser
intends to repay the loan but requests
forbearance and provides sufficient
documentation to support this request,
and—

* * * * *

(4) The borrower is serving in a
national service position for which the
borrower is receiving a national service
education award under title | of the
National and Community Service Act of
1990; or
* * * * *

(b) * Kk Kk

(6) Periods necessary for the Secretary
to determine the borrower’s eligibility
for discharge—

(i) Under 685.213;

(i) Under 685.214;

(iii) Under 685.215; or

(iv) Due to the borrower’s or
endorser’s (if applicable) bankruptcy;

* * * * *

(9) A period of up to 60 days
necessary for the Secretary to collect
and process documentation supporting
the borrower’s request for a deferment,
forbearance, change in repayment plan,
or consolidation loan. Interest that
accrues during this period is not
capitalized.

29. Section 685.207 is amended as
follows:

A. By redesignating paragraph
(b)(2)(ii) as paragraph (b)(2)(iii);

B. By adding a new paragraph
(b)(2)(ii);

C. By revising the redesignated
paragraph (b)(2)(iii).

D. By redesignating paragraph
(c)(2)(ii) as paragraph (c)(2)(iii); and by
adding a new paragraph (c)(2)(ii).

§685.207 Obligation to repay.

* * * * *
b * X *

(2) * K x

(i1)(A) Any borrower who is a member
of a reserve component of the Armed
Forces named in section 10101 of title
10, United States Code and is called or
ordered to active duty for a period of
more than 30 days is entitled to have the
active duty period excluded from the 6-
month grace period. The excluded
period includes the time necessary for
the borrower to resume enrollment at
the next available regular enrollment
period. Any single excluded period may
not exceed 3 years.

(B) Any borrower who is in a grace
period when called or ordered to active
duty as specified in paragraph
(b)(2)(ii)(A) of this section is entitled to
a full 6-month grace period upon
completion of the excluded period.

(iii) During a grace period, the
borrower is not required to make any
principal payments on a Direct
Subsidized Loan.

* * * * *

(C) * X *

(ii)(A) Any borrower who is a member
of a reserve component of the Armed
Forces named in section 10101 of title
10, United States Code and is called or
ordered to active duty for a period of
more than 30 days is entitled to have the
active duty period excluded from the 6-
month grace period. The excluded
period includes the time necessary for
the borrower to resume enrollment at
the next available regular enroliment
period. Any single excluded period may
not exceed 3 years.

(B) Any borrower who is in a grace
period when called or ordered to active
duty as specified in paragraph
(c)(2)(ii)(A) of this section is entitled to
a full 6-month grace period upon
completion of the excluded period.

* * * * *

30. Section 685.212 is amended by
revising paragraphs (d), (e), (f), and (g)
to read as follows:

§685.212 Discharge of a loan obligation.
* * * * *

(d) Closed schools. If a borrower
meets the requirements in 685.213, the
Secretary discharges the obligation of
the borrower and any endorser to make
any further payments on the loan. In the
case of a Direct Consolidation Loan, the
Secretary discharges the portion of the
consolidation loan equal to the amount
of the discharge applicable to any loan
disbursed on or after January 1, 1986
that was included in the consolidation
loan.

(e) False certification and
unauthorized disbursement. If a
borrower meets the requirements in
685.214, the Secretary discharges the
obligation of the borrower and any
endorser to make any further payments
on the loan. In the case of a Direct
Consolidation Loan, the Secretary
discharges the portion of the
consolidation loan equal to the amount
of the discharge applicable to any loan
disbursed on or after January 1, 1986
that was included in the consolidation
loan.

(f) Unpaid refunds. If a borrower
meets the requirements in 685.215, the
Secretary discharges the obligation of
the borrower and any endorser to make
any further payments on the amount of
the loan equal to the unpaid refund and
any accrued interest and other charges
associated with the unpaid refund. In
the case of a Direct Consolidation Loan,
the Secretary discharges the portion of
the consolidation loan equal to the
amount of the unpaid refund owed on
any loan disbursed on or after January
1, 1986 that was included in the
consolidation loan.

(9) Payments received after eligibility
for discharge. (1) For the discharge
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conditions in paragraphs (a)-(e) of this
section. Upon receipt of acceptable
documentation and approval of the
discharge request, the Secretary returns
to the sender, or, for a discharge based
on death, the borrower’s estate, those
payments received after the date that the
eligibility requirements for discharge
were met but prior to the date the
discharge was approved. The Secretary
also returns any payments received after
the date the discharge was approved.

(2) For the discharge condition in
paragraph (f) of this section. Upon
receipt of acceptable documentation and
approval of the discharge request, the
Secretary returns to the sender
payments received in excess of the
amount owed on the loan after applying
the unpaid refund.

(Authority: 20 U.S.C. 1087a et seq.)

31. Section 685.215 is redesignated it
as 685.216, a new 685.215 is added to
read as follows:

§685.215 Unpaid refund discharge.

(a)(1) Unpaid refunds in closed school
situations. In the case of a school that
has closed, the Secretary discharges a
former or current borrower’s (and any
endorser’s) obligation to repay that
portion of a Direct Loan equal to the
refund that should have been made by
the school under applicable law and
regulations, including this section. Any
accrued interest and other charges
associated with the unpaid refund are
also discharged.

(2) Unpaid refunds in open school
situations.

(i) In the case of a school that is open,
the Secretary discharges a former or
current borrower’s (and any endorser’s)
obligation to repay that portion of a
Direct Loan equal to the refund that
should have been made by the school
under applicable law and regulations,
including this section, if—

(A) The borrower has ceased to attend
the school that owes the refund;

(B) The borrower has been unable to
resolve the unpaid refund with the
school; and

(C) The Secretary is unable to resolve
the unpaid refund with the school
within 120 days from the date the
borrower submits a complete
application in accordance with
paragraph (c)(1) of this section regarding
the unpaid refund. Any accrued interest
and other charges associated with the
unpaid refund are also discharged.

(ii) For the purpose of paragraph
(2)(2)(i)(C) of this section, within 60
days of the date notified by the
Secretary, the school must submit to the
Secretary documentation demonstrating
that the refund was made by the school

or that the refund was not required to
be made by the school.

(b) Relief to borrower following
discharge. (1) If the borrower receives a
discharge of a portion of a loan under
this section, the borrower is reimbursed
for any amounts paid in excess of the
remaining balance of the loan (including
accrued interest and other charges)
owed by the borrower at the time of
discharge.

(2) The Secretary reports the
discharge of a portion of a loan under
this section to all credit reporting
agencies to which the Secretary
previously reported the status of the
loan.

(c) Borrower qualification for
discharge. (1) Except as provided in
paragraph (c)(2) of this section, to
receive a discharge of a portion of a loan
under this section, a borrower must
submit a written application to the
Secretary. The application requests the
information required to calculate the
amount of the discharge and requires
the borrower to sign a statement
swearing to the accuracy of the
information in the application. The
statement need not be notarized but
must be made by the borrower under
penalty of perjury. In the statement, the
borrower must—

(i) State that the borrower (or the
student on whose behalf a parent
borrowed)—

(A) Received the proceeds of a loan to
attend a school;

(B) Did not attend, withdrew, or was
terminated from the school within a
timeframe that entitled the borrower to
a refund; and

(C) Did not receive the benefit of a
refund to which the borrower was
entitled either from the school or from
a third party, such as the holder of a
performance bond or a tuition recovery
program;

(ii) State whether the borrower (or
student) has any other application for
discharge pending for this loan; and

(iii) State that the borrower (or
student)—

(A) Agrees to provide to the Secretary
upon request other documentation
reasonably available to the borrower
that demonstrates that the borrower
meets the qualifications for discharge
under this section; and

(B) Agrees to cooperate with the
Secretary in enforcement actions as
described in 685.213(d) and to transfer
any right to recovery against a third
party to the Secretary as described in
685.213(e).

(2) The Secretary may discharge a
portion of a loan under this section
without an application if the Secretary
determines, based on information in the

Secretary’s possession, that the
borrower qualifies for a discharge.

(d) Determination of amount eligible
for discharge.

(1) The Secretary determines the
amount eligible for discharge based on
information showing the refund amount
or by applying the appropriate refund
formula to information that the
borrower provides or that is otherwise
available to the Secretary. For purposes
of this section, all unpaid refunds are
considered to be attributed to loan
proceeds.

(2) If the information in paragraph
(d)(1) of this section is not available, the
Secretary uses the following formulas to
determine the amount eligible for
discharge:

(i) In the case of a student who fails
to attend or whose withdrawal or
termination date is before October 7,
2000, the Secretary discharges the lesser
of the institutional charges unearned or
the loan amount. The Secretary
determines the amount of the
institutional charges unearned by—

(A) Calculating the ratio of the
amount of time remaining in the loan
period after the student’s last day of
attendance to the actual length of the
loan period; and

(B) Multiplying the resulting factor by
the institutional charges assessed the
student for the loan period.

(ii) In the case of a student who fails
to attend or whose withdrawal or
termination date is on or after October
7, 2000, the Secretary discharges the
loan amount unearned. The Secretary
determines the loan amount unearned
by—

y(A) Calculating the ratio of the
amount of time remaining in the loan
period after the student’s last day of
attendance to the actual length of the
loan period; and

(B) Multiplying the resulting factor by
the total amount of title IV grants and
loans received by the student, or, if
unknown, the loan amount.

(e) Discharge procedures. (1) Except
as provided in paragraph (c)(2) of this
section, if the Secretary learns that a
school did not make a refund of loan
proceeds owed under applicable law
and regulations, the Secretary sends the
borrower a discharge application and an
explanation of the qualifications and
procedures for obtaining a discharge.
The Secretary also promptly suspends
any efforts to collect from the borrower
on any affected loan. The Secretary may
continue to receive borrower payments.

(2) If a borrower who is sent a
discharge application fails to submit the
application within 60 days of the
Secretary’s sending the discharge
application, the Secretary resumes
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collection and grants forbearance of
principal and interest for the period in
which collection activity was
suspended. The Secretary may
capitalize any interest accrued and not
paid during that period.

(3) If a borrower qualifies for a
discharge, the Secretary notifies the
borrower in writing. The Secretary
resumes collection and grants
forbearance of principal and interest on
the portion of the loan not discharged
for the period in which collection
activity was suspended. The Secretary
may capitalize any interest accrued and
not paid during that period.

(4) If a borrower does not qualify for
a discharge, the Secretary notifies the
borrower in writing of the reasons for
the determination. The Secretary
resumes collection and grants
forbearance of principal and interest for
the period in which collection activity
was suspended. The Secretary may
capitalize any interest accrued and not
paid during that period.

(Authority: 20 U.S.C. 1087a et seq.)

32. The newly redesignated 685.216 is
amended by revising paragraphs (g),
(D(1), (H(2), and (I)(3) to read as follows:

§685.216 Consolidation.
* * * * *

(9) Interest rate. The interest rate on
a Direct Subsidized Consolidation Loan
or a Direct Unsubsidized Consolidation
Loan is the rate established in
685.202(a)(3)(i). The interest rate on a
Direct PLUS Consolidation Loan is the
rate established in 685.202(a)(3)(ii).

* * * * *

(I) * X *

(1) Deferment. To obtain a deferment
on a joint Direct Consolidation Loan
under 685.204, both borrowers must
meet the requirements of that section.

(2) Forbearance. To obtain
forbearance on a joint Direct
Consolidation Loan under 685.205, both
borrowers must meet the requirements
of that section.

(3) Discharge. (i) To obtain a
discharge of a joint Direct Consolidation
Loan under 685.212, each borrower
must meet the requirements for one of
the types of discharge described in that
section.

(ii) If a borrower meets the
requirements for discharge under
685.212(d), (e), or (f) on a loan that was
consolidated into a joint Direct
Consolidation Loan and the borrower’s
spouse does not meet the requirements
for any type of discharge described in
685.212, the Secretary discharges a
portion of the consolidation loan equal
to the amount of the loan that would
have been eligible for discharge under

the provisions of 685.212(d), (e), or (f)
as applicable.

33. Section 685.300 is amended by
revising paragraph (a)(1)(ii) to read as
follows:

§685.300 Agreements between an eligible
school and the Secretary for participation in
the Direct Loan Program.

a * X *

(1) * X *

(ii) Enter into a written program
participation agreement with the
Secretary that identifies the loan
program or programs in which the
school chooses to participate.

* * * * *

34. Section 685.301 is amended by
revising paragraphs (b)(2), (b)(3),
introductory text, (b)(8), and (c)(2) to
read as follows:

§685.301 Origination of aloan by a Direct
Loan Program school.
* * * * *

(b) * X *x

(2) Unless paragraph (b)(5) or (6) of
this section applies, an institution must
disburse the loan proceeds on a
payment period basis in accordance
with 34 CFR 668.164(Db).

(3) Unless paragraph (b)(4), (5), (6), or
(8) of this section applies—

* * * * *

(8)(i) A school is not required to make
more than one disbursement if—

(A)(2) The loan period is not more
than one semester, one trimester, one
quarter, or 4 months; and

(2) The school has a Direct Loan
Program cohort rate, FFEL cohort
default rate, or weighted average cohort
rate of less than 10 percent for each of
the three most recent fiscal years for
which data are available;

(B) The school is an eligible
postsecondary home school originating
a loan to cover the cost of attendance in
a study abroad program and has a Direct
Loan Program cohort rate, FFEL cohort
default rate, or weighted average cohort
rate of less than 5 percent for the single
most recent fiscal year for which data
are available; or

(C) The school is not in a State.

(ii) Paragraphs (b)(8)(i)(A) and (B) of
this section, which allow the
disbursement of loans in one
installment, do not apply to any loans
originated by the school beginning 30
days after the date the school is notified
that the Secretary has determined that
the school does not meet the
qualifications outlined in those
paragraphs.

* * * * *

(C) * X *

(2) A school that originates a loan
must ensure that the loan is supported

by a completed promissory note as proof
of the borrower’s indebtedness.
* * * * *

35. Section 685.303 is amended by
revising paragraph (b)(4) to read as
follows:

§685.303 Processing loan proceeds.

* * * * *

(b) * * *

(4)(i) If a student is enrolled in the
first year of an undergraduate program
of study and has not previously received
a Federal Stafford, Federal
Supplemental Loans for Students, Direct
Subsidized, or Direct Unsubsidized
Loan, a school may not disburse the
proceeds of a Direct Subsidized or
Direct Unsubsidized Loan until 30 days
after the first day of the student’s
program of study unless—

(A) The school has a Direct Loan
Program cohort rate, FFEL cohort
default rate, or weighted average cohort
rate of less than 10 percent for each of
the three most recent fiscal years for
which data are available;

(B) The school is an eligible
postsecondary home school originating
a loan to cover the cost of attendance in
a study abroad program and has a Direct
Loan Program cohort rate, FFEL cohort
default rate, or weighted average cohort
rate of less than 5 percent for the single
most recent fiscal year for which data
are available; or

(C) The school is not in a State.

(ii) Paragraphs (b)(4)(i)(A) and (B) of
this section do not apply to any loans
originated by the school beginning 30
days after the date the school is notified
that the Secretary has determined that
the school does not meet the
qualifications outlined in those
paragraphs.

* * * * *

36. Section 685.304 is amended as
follows:

A. By revising paragraphs (a)(1),
(2)(2), and (a)(3) introductory text; by
redesignating paragraphs (a)(3)(i)—(iv) as
paragraphs (a)(3)(ii)—(v), respectively; by
adding a new paragraph (a)(3)(i); by
revising the newly redesignated
paragraph (a)(3)(v); and by adding new
paragraphs (a)(6) and (a)(7).

B. By redesignating paragraphs
(b)(1)(ii), (b)(2), introductory text,
(b)(2)(i) through (vi), (b)(2)(vii), (b)(3),
and (b)(4), introductory text, (b)(4)(i)
through (vi), (b)(4)(viii), (b)(5), and
(b)(7), respectively; by revising
paragraph (b)(1) and newly redesignated
paragraphs (b)(3), (b)(4), introductory
text, (b)(4)(v), (b)(4)(vi), (b)(4)(viii), and
(b)(7); and by adding new paragraphs
(b)(2), (b)(4)(vii), and (b)(6).
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§685.304 Counseling borrowers.

(a) Initial counseling. (1) Except as
provided in paragraph (a)(5) of this
section, a school must conduct initial
counseling prior to making the first
disbursement of the proceeds of a Direct
Subsidized or Direct Unsubsidized Loan
to a borrower unless the borrower has
received a prior Direct Subsidized,
Direct Unsubsidized, Federal Stafford,
Federal Unsubsidized Stafford, or
Federal SLS Loan.

(2) The counseling must be in person,
by audiovisual presentation, or by
interactive electronic means. In each
case, the school must ensure that an
individual with knowledge of the title
IV programs is reasonably available
shortly after the counseling to answer
the borrower’s questions. As an
alternative, in the case of a student
enrolled in a correspondence program
or a study-abroad program approved for
credit at the postsecondary home
school, the school may provide the
borrower with written counseling
materials prior to disbursing the loan
proceeds.

(3) In conducting the initial
counseling, the school must—

(i) Explain the use of a Master
Promissory Note;

* * * * *

(v) Inform the student as to the
average anticipated monthly repayment
for those students based on the average
indebtedness provided under paragraph
(a)(3)(iv) of this section.

* * * * *

(6) A school that conducts initial
counseling through interactive
electronic means must take reasonable
steps to ensure that each student
borrower receives the counseling
materials, and participates in and
completes initial counseling.

(7) The school must maintain
documentation substantiating the
school’s compliance with this section
for each borrower.

(b) * x *

(1) A school must conduct exit
counseling with each Direct Subsidized
or Direct Unsubsidized Loan borrower
shortly before the borrower ceases at
least half-time study at the school.

(2) The counseling must be in person,
by audiovisual presentation, or by
interactive electronic means. In each
case, the school must ensure that an
individual with knowledge of the title
IV programs is reasonably available
shortly after the counseling to answer
the borrower’s questions. As an
alternative, in the case of a student
enrolled in a correspondence program
or a study-abroad program approved for
credit at the postsecondary home
school, the school may provide the
borrower with written counseling
materials within 30 days after the
borrower completes the program.

(3) If a borrower withdraws from
school without the school’s prior
knowledge or fails to complete the exit
counseling as required, the school must
provide exit counseling either through
interactive electronic means or by
mailing written counseling materials to
the borrower at the borrower’s last
known address within 30 days after the
school learns that the borrower has
withdrawn from school or failed to
complete the exit counseling as
required.

(4) In conducting the exit counseling,
the school must—

* * * * *

(v) Meet the requirements described
in paragraphs (a)(3)(ii) and (iii) of this
section;

(vi) Review with the borrower the
conditions under which the borrower
may defer repayment or obtain a full or
partial cancellation of a loan;

(vii) Review with the borrower
information on the availability of the
Department’s Student Loan
Ombudsman’s office; and

(Viii) Require the borrower to provide
corrections to the school’s records
concerning name, address, social
security number, references, and
driver’s license number and State of
issuance, as well as the borrower’s
expected permanent address, the
address of the borrower’s next of kin,
and the name and address of the
borrower’s expected employer (if
known). The school must provide this
information to the Secretary within 60
days.

* * * * *

(6) A school that conducts exit
counseling through interactive
electronic means must take reasonable
steps to ensure that each student
borrower receives the counseling
materials, and participates in and
completes exit counseling.

(7) The school must maintain
documentation substantiating the
school’s compliance with this section
for each borrower.

37. Section 685.402 is amended by
adding a new paragraph (f) to read as
follows:

§685.402 Criteria for schools to originate
loans.
* * * * *

(f) Determination of eligibility for
multi-year use of the Master Promissory
Note. (1) A school must be authorized
by the Secretary to use a single Master
Promissory Note (MPN) as the basis for
all loans borrowed by a student or
parent borrower for attendance at that
school. A school that is not authorized
by the Secretary for multi-year use of
the MPN must obtain a new MPN from
a student or parent borrower for each
academic year.

(2) To be eligible for multi-year use of
the MPN, a school must—

(i) Be a four-year or graduate/
professional school, or other institution
meeting criteria or otherwise designated
at the sole discretion of the Secretary;
and

(ii)(A) Not be subject to an emergency
action or a proposed or final limitation,
suspension, or termination action under
sections 428(b)(1)(T), 432(h), or 487(c)
of the Act; and

(B) Meet other performance criteria
determined by the Secretary.

(3) A school that is authorized by the
Secretary for multi-year use of the MPN
must develop and document a
confirmation process in accordance
with guidelines established by the
Secretary.

(Authority: 20 U.S.C. 1087a et seq.)
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