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the benefit of this paragraph with re-
spect to renewed eligibility once on a
defaulted loan.

Student loan: For this part means an
NDSL Loan, Defense Loan, or a Fed-
eral Perkins Loan.

Total monthly gross income: The gross
amount of income received by the bor-
rower from employment (either full-
time or part-time) and from other
sources.

Undergraduate student: A student en-
rolled at an institution of higher edu-
cation who is in an undergraduate
course of study which usually does not
exceed four academic years, or is en-
rolled in a four to five academic year
program designed to lead to a first de-
gree. A student enrolled in a program
of any other length is considered an
undergraduate student for only the
first four academic years of that pro-
gram.

(Authority: 20 U.S.C. 1087aa-1087hh)

[62 FR 45747, Dec. 1, 1987, as amended at 53
FR 52580, Dec. 28, 1988; 57 FR 32344, July 21,
1992; 59 FR 61404, 61415-61416, Nov. 30, 1994; 60
FR 61814, Dec. 1, 1995; 61 FR 60608, Nov. 29,
1996; 64 FR 58308, Oct. 28, 1999; 65 FR 18002,
Apr. 6, 2000; 67 FR 67076, Nov. 1, 2002; 69 FR
12276, Mar. 16, 2004; 71 FR 38003, July 3, 2006]

§§674.3-674.4 [Reserved]

§674.5 Federal Perkins Loan program
cohort default rate and penalties.

(a) Default penalty. If an institution’s
cohort default rate meets the following
levels, a default penalty is imposed on
the institution as follows:

(1) FCC reduction. If the institution’s
cohort default rate equals or exceeds 25
percent, the institution’s FCC is re-
duced to zero.

(2) Ineligibility. For award year 2000-
2001 and succeeding award years, an in-
stitution with a cohort default rate
that equals or exceeds 50 percent for
each of the three most recent years for
which cohort default rate data are
available is ineligible to participate in
the Federal Perkins Loan Program.
Following a review of that data and
upon notification by the Secretary, an
institution is ineligible to participate
for the award year, or the remainder of
the award year, in which the deter-
mination is made and the two suc-
ceeding award years. An institution
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may appeal a notification of ineligi-
bility from the Secretary within 30
days of its receipt.

(i) Appeal procedures—(A) Inaccurate
calculation. An institution may appeal
a notice of ineligibility based upon the
submission of erroneous data by the in-
stitution, the correction of which
would result in a recalculation that re-
duces the institution’s cohort default
rate to below 50 percent for any of the
three award years used to make a de-
termination of ineligibility. The Sec-
retary considers the edit process, by
which an institution adjusts the cohort
default rate data that it submits to the
Secretary on its Fiscal Operations Re-
port, to constitute the procedure to ap-
peal a determination of ineligibility
based on a claim of erroneous data.

(B) Small number of borrowers entering
repayment. An institution may appeal a
notice of ineligibility if, on average, 10
or fewer borrowers enter repayment for
the three most recent award years used
by the Secretary to make a determina-
tion of ineligibility.

(C) Decision of the Secretary. The Sec-
retary issues a decision on an appeal
within 45 days of the institution’s sub-
mission of a complete, accurate, and
timely appeal. An institution may con-
tinue to participate in the program
until the Secretary issues a decision on
the institution’s appeal.

(i1) Liquidation of an institution’s Per-
kins Loan portfolio. Within 90 days of re-
ceiving a notification of ineligibility
or, if the institution appeals, within 90
days of the Secretary’s decision to
deny the appeal, the institution must—

(A) Liquidate its revolving student
loan fund by making a capital distribu-
tion of the liquid assets of the Fund ac-
cording to section 466(c) of the HEA;
and

(B) Assign any outstanding loans in
the institution’s portfolio to the Sec-
retary in accordance with §674.50.

(iii) Effective date. The provisions of
paragraph (a)(2) of this section are ef-
fective with the cohort default rate
calculated as of June 30, 2001.

(b) Cohort default rate. (1) The term
“‘cohort default rate” means, for any
award year in which 30 or more current
and former students at the institution
enter repayment on a loan received for
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attendance at the institution, the per-
centage of those current and former
students who enter repayment in that
award year on the loans received for
attendance at that institution who de-
fault before the end of the following
award year.

(2) For any award year in which less
than 30 current and former students at
the institution enter repayment on a
loan received for attendance at the in-
stitution, the ‘‘cohort default rate”
means the percentage of those current
and former students who entered re-
payment on loans received for attend-
ance at that institution in any of the
three most recent award years and who
defaulted on those loans before the end
of the award year immediately fol-
lowing the year in which they entered
repayment.

(c) Defaulted loans to be included in the
cohort default rate. For purposes of cal-
culating the cohort default rate under
paragraph (b) of this section—

(1) A borrower must be included only
if the borrower’s default has persisted
for at least—

(i) 240 consecutive days for loans re-
payable in monthly installments; or

(ii) 270 consecutive days for loans re-
payable in quarterly installments;

(2) A loan is considered to be in de-
fault if a payment is made by the insti-
tution of higher education, its owner,
agency, contractor, employee, or any
other entity or individual affiliated
with the institution, in order to avoid
default by the borrower;

3)(i) In determining the number of
borrowers who default before the end of
the following award year, a loan is ex-
cluded if the borrower has—

(A) Voluntarily made six consecutive
monthly payments;

(B) Voluntarily made all payments
currently due;

(C) Repaid the full amount due, in-
cluding any interest, late fees, and col-
lection costs that have accrued on the
loan;

(D) Received a deferment or forbear-
ance based on a condition that predates
the borrower reaching a 240- or 270-day
past due status; or

(E) Rehabilitated the loan after be-
coming 240- or 270-days past due.

(ii) A loan is considered canceled and
also excluded from an institution’s co-

34 CFR Ch. VI (7-1-07 Edition)

hort default rate calculation if the loan
is—

(A) Discharged due to death or per-
manent and total disability;

(B) Discharged in bankruptcy;

(C) Discharged due to a closed school;

(D) Repaid in full in accordance with
§674.33(e) or §674(h); or

(E) Assigned to and conditionally dis-
charged by the Secretary in accordance
with §674.61(b).

(iii) For the purpose of this section,
funds obtained by income tax offset,
garnishment, income or asset execu-
tion, or pursuant to a judgment are not
considered voluntary.

(4) In the case of a student who has
attended and borrowed at more than
one institution, the student and his or
her subsequent repayment or default
are attributed to the institution for at-
tendance at which the student received
the loan that entered repayment in the
award year.

(d) Locations of the institution. (1) A
cohort default rate of an institution
applies to all locations of the institu-
tion as it exists on the first day of the
award year for which the rate is cal-
culated.

(2) A cohort default rate of an insti-
tution applies to all locations of the in-
stitution from the date the institution
is notified of that rate until the insti-
tution is notified by the Secretary that
the rate no longer applies.

(3) For an institution that changes
status from a location of one institu-
tion to a free-standing institution, the
Secretary determines the cohort de-
fault rate based on the institution’s
status as of July 1 of the award year
for which a cohort default rate is being
calculated.

(4)(1) For an institution that changes
status from a free-standing institution
to a location of another institution,
the Secretary determines the cohort
default rate based on the combined
number of students who enter repay-
ment during the applicable award year
and the combined number of students
who default during the applicable
award years from both the former free-
standing institution and the other in-
stitution. This cohort default rate ap-
plies to the new consolidated institu-
tion and all of its current locations.
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(ii) For free-standing institutions
that merge, the Secretary determines
the cohort default rate based on the
combined number of students who
enter repayment during the applicable
award year and the combined number
of students who default during the ap-
plicable award years from both of the
institutions that are merging. This co-
hort default rate applies to the new,
consolidated institution.

(iii) For an institution that changes
status from a location of one institu-
tion to a location of another institu-
tion, the Secretary determines the co-
hort default rate based on the com-
bined number of students who enter re-
payment during the applicable award
year and the number of students who
default during the applicable award
years from both of the institutions in
their entirety, not limited solely to the
respective locations.

(5) For an institution that has a
change in ownership that results in a
change in control, the Secretary deter-
mines the cohort default rate based on
the combined number of students who
enter repayment during the applicable
award year and the combined number
of students who default during the ap-
plicable award years from the institu-
tion under both the old and new con-
trol.

(Authority: 20 U.S.C. 1087bb)

[69 FR 61405, Nov. 30, 1994, as amended at 60
FR 61814, Dec. 1, 1995; 64 FR 58308, Oct. 28,
1999; 656 FR 65690, Nov. 1, 2000; 68 FR 175428,
Dec. 31, 2003]

§§674.6-674.7 [Reserved]

§674.8 Program participation agree-
ment.

To participate in the Federal Perkins
Loan program, an institution shall
enter into a participation agreement
with the Secretary. The agreement
provides that the institution shall use
the funds it receives solely for the pur-
poses specified in this part and shall
administer the program in accordance
with the Act, this part and the Student
Assistance General Provisions regula-
tions, 34 CFR part 668. The agreement
further specifically provides, among
other things, that—
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(a) The institution shall establish
and maintain a Fund and shall deposit
into the Fund—

(1) FCC received under this subpart;

(2) Except as provided in paragraph
(a)(1) of §674.7—

(i) ICC equal to at least three-
seventeenths of the FCC described in
paragraph (a)(1) of this section in
award year 1993-94; and

(ii) ICC equal to at least one-third of
the FCC described in paragraph (a)(l)
of this section in award year 1994-95
and succeeding award years;

(3) ICC equal to the amount of FCC
described in paragraph (a)(1) of §674.7
for an institution that has been grant-
ed permission by the Secretary to par-
ticipate in the ELO under the Federal
Perkins Loan program;

(4) Payments of principal, interest,
late charges, penalty charges, and col-
lection costs on loans from the Fund;

(6) Payments to the institution as
the result of loan cancellations under
section 465(b) of the Act;

(6) Any other earnings on assets of
the Fund, including the interest earn-
ings of the funds listed in paragraphs
(a)(1) through (4) of this section net of
bank charges incurred with regard to
Fund assets deposited in interest-bear-
ing accounts; and

(7) Proceeds of short-term no-interest
loans made to the Fund in anticipation
of collections or receipt of FCC.

(b) The institution shall use the
money in the Fund only for—

(1) Making loans to students;

(2) Administrative expenses as pro-
vided for in 34 CFR 673.7;

(3) Capital distributions provided for
in section 466 of the Act;

(4) Litigation costs (see §674.47);

(5) Other collection costs, agreed to
by the Secretary in connection with
the collection of principal, interest,
and late charges on a loan made from
the Fund (see §674.47); and

(6) Repayment of any short-term, no-
interest loans made to the Fund by the
institution in anticipation of collec-
tions or receipt of FCC.

(c) The institution shall submit an
annual report to the Secretary con-
taining information that determines
its cohort default rate that includes—

(1) For institutions in which 30 or
more of its current or former students
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